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FORECLOSURE PREVENTION PART II: ARE 
LOAN SERVICERS HONORING THEIR COM- 
MITMENTS TO HELP PRESERVE HOME- 
OWNERSHIP? 


THURSDAY, JUNE 24, 2010 

House of Representatives, 
Committee on Oversight and Government Reform, 

Washington, DC. 

The committee met, pursuant to notice, at 10:06 a.m., in room 
2154, Rayburn House Office Building, Hon. Edolphus Towns (chair- 
man of the committee) presiding. 

Present: Representatives Towns, Cummings, Kucinich, Clay, 
Watson, Lynch, Connolly, Quigley, Kaptur, Norton, Davis, Cuellar, 
Speier, Driehaus, Chu, Issa, Duncan, Turner, McHenry, Bilbray, 
Jordan, and Luetkemeyer. 

Staff present: John Arlington, chief counsel — investigations; Bev- 
erly Britton Fraser, counsel; Kwame Canty and Gerri Willis, spe- 
cial assistants; Velginy Hernandez, press assistant; Adam Hodge, 
deputy press secretary; Caria Hultberg, chief clerk; Marc Johnson, 
assistant clerk; Mike McCarthy, deputy staff director; Jason Pow- 
ell, senior counsel; Brian Quinn and David Rotman, investigative 
counsels; Ophelia Rivas, assistant clerk; Shrita Sterlin, deputy di- 
rector of communications; Lawrence Brady, minority staff director; 
John Cuaderes, minority deputy staff director; Jennifer Safavian, 
minority chief counsel for oversight and investigations; Adam 
Fromm, minority chief clerk and Member liaison; Benjamin Cole, 
minority policy advisor and investigative analyst; Seamus Kraft, 
minority director of new media and press secretary; Justin 
LoFranco, minority press assistant and clerk; Christopher Hixon, 
minority senior counsel; Hudson Hollister, minority counsel; Mark 
Marin, minority senior professional staff member; Brien Beattie, 
minority professional staff member; and Sharon Casey, minority 
executive assistant. 

Chairman Towns. The committee will come to order. Good morn- 
ing, and thank you for coming. 

It took massive Federal intervention, using billions of taxpayer 
dollars, to save the banks from the edge of complete disaster. The 
banks and the financial system are now stabilizing, and, in fact, 
the major banks are even beginning to make money again. Unfor- 
tunately, the same cannot be said for millions of people who are 
unemployed or who are in danger of losing their homes. 

The threat of foreclosure is still at an all time high. More than 
3.1 million Americans are delinquent on their mortgages by 60 
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days or more. A letter from the banks or phone call from the mort- 
gage company is still keeping many homeowners awake at night 
agonizing over the potential loss of their home. For these people, 
the economic crisis is far from over. 

As I have said before, to its great credit, the Obama administra- 
tion recognized early on that an important part of the Nation’s eco- 
nomic recovery is keeping as many people as possible in their 
homes. This makes sense from both an economic standpoint and a 
public policy standpoint, and I salute him for that. 

The Home Affordable Modification Program [HAMP], is a central 
piece of the Treasury Department’s effort to carry out that objec- 
tive. HAMP had a troubled start, but it appears that some signifi- 
cant improvements have recently been made. 

More than 1.2 million homeowners have now started a HAMP 
trial modification, and 346,000 have obtained a permanent modi- 
fication. The median savings to these homeowners is a little over 
$500 per month. Moreover, the number of permanent modifications 
has more than doubled in the last 3 months. 

But there are still major problems with HAMP. The chief com- 
plaint is the slow pace at which servicers are permanently modify- 
ing troubled mortgages. There is still considerable concern over 
confusing and conflicting communications from loan servicers to 
borrowers. And while more permanent modifications are being 
made, fewer delinquent borrowers appear to be qualifying for 
HAMP. 

Perhaps most important, many of the borrowers who obtain a 
trial modification drop out of the program later. In fact, it appears 
that a majority of the mortgage modifications obtained under 
HAMP may not be successful. 

A separate and deeply troubling issue is raised by a new study 
by the Center for Responsible Lending, which found that minority 
communities continue to experience significantly higher foreclosure 
rates than whites, regardless of their income levels. This confirms 
similar findings reported by the National Community Reinvest- 
ment Coalition in the committee’s last hearing on HAMP. Today, 
I would like to hear from the banks exactly how this disparity can 
be addressed. Clearly, we need to do a lot better than we have done 
in the past. 

But this is not just about HAMP. I think the mortgage banking 
industry has to recognize that HAMP cannot be the only solution 
to the foreclosure crisis. 

Some of the banks appearing today have begun to save homes 
from foreclosures with principal reductions, second lien modifica- 
tions and other help for the unemployed. These sound like good 
first steps, but I want to hear more, and I want to see broad par- 
ticipation throughout the mortgage loan industry. 

Foreclosure is a losing proposition for everyone involved if you 
stop and analyze it. The homeowner loses the house, the bank loses 
a big chunk of its investment, and the community loses a family 
with a stake in the community. What I am asking the banks to do 
is to help us find an effective way to stop these foreclosures. 

I want to thank our witnesses today for appearing, and I look 
forward to your testimony. 
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I will now yield 5 minutes to the committee ranking member, but 
let me just say this before we move any further that we are going 
to give 5 additional minutes on each side, of course after your open- 
ing statement, we will give 5 minutes on the Democratic side and 
5 minutes on the Republican side, and that can be split up five 
ways, six ways, as many ways as you want to split it up. But you 
have 5 minutes. 

[The prepared statement of Chairman Edolphus Towns follows:] 
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CHAIRMAN EDOLPHUS TOWNS 
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“Foreclosure Prevention Part li; Are Loan Servicers Honoring 
their Commitment to Preserve Home Ownership? 

June 24, 2010 

Good morning and thank you all for coming. 

It took massive Federal intervention, using billions of taxpayer dollars, 
tb save the banks from the edge of complete disaster. The banks and the , 
financial system are now stabilizing, and, in fact, the major banks are even 
beginning to make money again. Unfortunately, the same cannot be said 
for millions of people who are unemployed or who are in danger of losing 
their homes. 

The threat of foreclosure is stili at an all time high. More than 3.1 
million Americans are delinquent on their mortgages by 60 days or more. A 
letter from the bank or a phone call from the mortgage company is still 
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keeping many homeowners awake at night agonizing over the potential 
loss of their home. For these people, the economic crisis is far from over. 

As I have said before, to its great credit the Obama 
Administration recognized early on that an important part of the nation’s 
economic recovery is keeping as many people as possible in their homes. 
This makes sense from both an economic standpoint and a public policy 
standpoint. 

The Home Affordable Modification Program - known as “HAMP” - is 
a central piece of the Treasury Department’s effort to carry out that 
objective. HAMP had a troubled start, but it appears that some significant 
improvements have recently been made. 

More than 1 .2 million homeowners have now started a HAMP trial 
modification, and 346,000 have obtained a permanent modification. The 
median savings to these homeowners is a little over $500 per month. 
Moreover, the number of permanent modifications has more than doubled 
in the past three months. 

But there are still major problems with the HAMP program. 

The chief complaint is the slow pace at which servicers are 
permanently modifying troubled mortgages. There is still considerable 
concern over confusing and conflicting communication from loan servicers 
to borrowers. And while more permanent modifications are being made, 
fewer delinquent borrowers appear to be qualifying for HAMP. 
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Perhaps most important, many of the borrowers who obtain a trial 
modification, drop out of the program later. In fact, it appears that a 
majority of the mortgage modifications obtained under HAMP may not be 
successful. 

A separate and deeply troubling issue is raised by a new study by the 
Center for Responsible Lending, which found that minority communities 
continue to experience significantly higher foreclosure rates than whites, 
regardless of their income levels. 

This confirms similar findings reported by the National Community 
Reinvestment Coalition in the Committee’s last hearing on HAMP. Today, I 
would like to hear from the banks exactly how this disparity can be 
addressed. 

Clearly we need to do a lot better. 

But this is not just about HAMP. I think the mortgage banking 
industry has got to recognize that HAMP cannot be the only solution 
to the foreclosure crisis. 

Some of the banks appearing today have begun to save homes from 
foreclosure with principal reductions, second lien modifications, and other 
help for the unemployed. These sound like good first steps, but I want to 
hear more. And I want to see broad participation throughout the mortgage 
loan industry. 
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Foreclosure is a losing proposition for everyone involved. The 
homeowner loses a house, the bank loses a big chunk of its investment, 
and the community loses a family with a stake in its future. 

What I'm asking the banks to do is to help us find an effective way to 
stop these foreclosures. 

I want to thank our witnesses for appearing today, and I look forward 
to their testimony. 

### 
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Mr. Jordan. Thank you, Mr. Chairman. 

Mr. Chairman, thank you for holding today’s hearing to examine 
the continuing failure of this administration’s response to the fore- 
closure crisis. 

At the outset, I must express my extreme disappointment that 
the committee will not hear from the Treasury Department today. 
Since the committee’s last hearing on HAMP 3 months ago. Treas- 
ury has continued its pattern of secrecy, dishonesty, and failure. 

Treasury has refused to implement the Special Inspector Gen- 
eral’s recommendations for reform of the program; it continues to 
misrepresent the original goals of the program so as to disguise its 
ineffectiveness; and, most importantly, the Ohama administration’s 
technocratic tinkering in the housing markets has continued to fail 
the American people. 

Just this week, we learned that Treasury has kicked substan- 
tially more people out of the HAMP program than have received 
sustainable mortgage modifications. As the Wall Street Journal re- 
cently reported, many of these Americans are actually worse off for 
relying on the administration’s promises. 

I look forward to hearing from the mortgage servicers here today. 
They play a vital role in the process, and their perspective is nec- 
essary and helpful in examining this Federal program. But inviting 
the implementers of the program while ignoring the designers of 
the program and the people ultimately responsible for the waste of 
$75 billion of taxpayer money is simply a failure of oversight. 

I am also disappointed, Mr. Chairman, that GAO was disinvited 
from today’s hearing. GAO has been investigating HAMP on an on- 
going basis and they published a report this morning focused on 
the performance of mortgage servicers to coincide with their ex- 
pected testimony at this particular hearing. Their perspective 
would also have been valuable for this committee to hear. 

Mr. Chairman, I respectfully urge you to invite the Treasury De- 
partment to answer for its failures at another hearing in the near 
future. We have a joint responsibility to the American people to 
hold this administration accountable, regardless of political affili- 
ations. 

The servicers we hear from today have worked to comply with 
800 HAMP rules issued in over 15 different sets of guidelines. Not 
surprisingly, they have been able to offer far more mortgage modi- 
fications privately outside of HAMP than within it. Ultimately, 
however, the best mortgage modification is a job, and, unfortu- 
nately, this Congress and this administration has stifled private 
sector job creation through their big government anti-economic 
growth agenda. The implications of these policy mistakes are being 
felt by former homeowners across this great country. 

Thank you, Mr. Chairman, and I yield back. 

[The prepared statement of Hon. Jim Jordan follows:] 
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Statement of Rep. Jim Jordan 

“Foreclosure Prevention Part II: Are Loan Servicers Honoring Their Commitments to Help 
Preserve Homeownership?” 

June 24, 2010 

Thank you, Mr. Chairman, for holding today’s hearing to examine the continuing failure of the 
Administration’s response to the foreclosure crisis. 

At the outset, I must express my extreme disappointment that the Committee will not hear from the Treasury 
Department today. Since the Committee’s last hearing on HAMP - three months ago - Treasury has 
continued its pattern of secrecy, dishonesty, and failure. Treasury has refused to implement the Special 
Inspector General’s (SIGTARP) recommendations for reform of the program. It continues to misrepresent 
the original goals of the program so as to disguise its ineffectiveness. And, most importantly, the Obama 
Administration’s technocratic tinkering in the housing markets has continued to fail the American people. 

Just this week, we learned that Treasuiy has kicked substantially more people out of the HAMP program 
than have received sustainable mortgage modifications. As the Wall Street Journal recently reported, many 
of these Americans are actually worse off for relying on the Administration’s promises. 

I look forward to hearing from the mortgage servicers here today. They play a vital role in this process and 
their perspective is necessary and helpfiil in examining this federal program. But inviting the implementers 
of the program, while ignoring the designers of the program and the people ultimately responsibly for the 
waste of S75 billion of taxpayer money, is simply a failure of oversight. 

I am also disappointed, Mr. Chairman, that GAO was disinvited from today’s hearing. GAO has been 
investigating HAMP on an ongoing basis, and they published a report this morning - focused on the 
performance of mortgage servicers - to coincide with their expected testimony at this hearing. Their 
perspective would also have been valuable for this Committee to hear. 

Mr. Chairman, I respectfully urge you to invite the Treasury Department to answer for its failures at another 
hearing in the near future. We have a joint responsibility to the American people to hold this Administration 
accountable, regardless of political affiliations. 
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Statement of Rep. Jim Jordan 
Page 2 

The servicers we will hear from today have worked to comply with 800 HAMP rules, issued in over 1 5 
different sets of guidelines. Not surprisingly, they have been able to offer far more mortgage modifications 
privately, outside HAMP, than within it. 

Ultimately, however, the best mortgage modification is a job. And unfortunately, this Congress and this 
Administration have stifled private sector job creation through their big government, anti*economic growth 
agenda. The implications of these policy mistakes are being felt by former homeowners across this great 
country. 

Thank you. 
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Chairman Towns. I thank the gentleman for his statement. But 
let me just indicate to you that we did have Treasury in, we did 
have GAO and we had SIGTARP. And, of course, you can’t do but 
so much in 1 day. 

Mr. Jordan. GAO’s report came out this morning, Mr. Chair- 
man. That is what we needed to hear about. 

Chairman TOWNS. The gentleman from Maryland, Mr. 
Cummings. 

Mr. Cummings. Thank you very much, Mr. Chairman. Mr. Chair- 
man, first of all, thank you for holding the hearing. 

I am concerned about the claims published in the Washington 
Post this past Monday that a growing number of borrowers are fail- 
ing to move from the HAMP program’s initial stage into a perma- 
nent loan modification. 

More than 100,000 borrowers lost their mortgage aid in May. 
About half of those dropped from the Federal program received an- 
other type of loan modification from their banks, according to the 
government data. But housing counselors have complained that 
those alternative loan modifications are typically not as generous 
as what the government program offers and often come with hefty 
up-front fees. 

I am interested to see how these options have been commu- 
nicated with the borrowers. Getting started and understanding the 
process can be one of the toughest steps in loan modification ef- 
forts. 

Mr. Chairman, for over the last 15 months I have held four fore- 
closure prevention workshops in my district, and I can tell you that 
the key is that we have to have effective and efficient programs. 
It is one thing to talk about them. It is another thing to actually 
carry them out. Hopefully, the people who are testifying before us 
today can help us get better insight as to how we can keep people 
in their homes. 

I have told my constituents that they must protect their house. 
The house is their No. 1 investment in most instances, and a very, 
very important investment, and I think that we need to be doing 
more and more to help people retain their home so that they can 
have stability, and so they can keep their families stable and also, 
of course, so that we can keep neighborhoods stable. 

With that, Mr. Chairman, I yield back. 

Chairman Towns. The gentleman yields back. I now recognize 
Mr. Turner. 

Mr. Turner. Can you clarify for us how the time is allocated? 
Are you saying there is 5 minutes over there and there is 5 min- 
utes over here? 

Chairman Towns. He yielded back. We still have 3 minutes left 
on this side. Now you have your entire 5 minutes on your side. 

Mr. Turner. OK, great. 

Mr. Chairman, you said, as you know, you acknowledged the re- 
quest by the ranking member for a representative from Treasury, 
and you said we can only do so much in 1 day. I can tell you that 
we would come back. We are a hard-working committee and every- 
body would be delighted to be here. 

Chairman Towns. Would the gentleman yield for a second? We 
have had Treasury. 
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Mr. Turner. You haven’t had them since Monday when they had 
their report issued that said that this program is failing, and I 
have some very serious questions. You know, just yesterday, just 
yesterday, the Treasury Secretary appeared before the congres- 
sional oversight panel where he was asked a question about 
HAMP, and do you know what he said? 

He said, “This program was not designed to prevent foreclosures. 
It was not designed to sustain homeownership at a level that would 
be unachievable, imprudent to try to do.” He goes on to say when 
someone asked him, “Well, do you think it should go to 65 percent 
of homeownership level?” He said, “I think you are describing ex- 
actly the objectives that have shaped this program.” 

The chair of the congressional oversight panel responding to his 
comments said this: “I was very surprised and very frustrated by 
the notion that the Secretary seemed to be saying that a program 
that helps only a tiny handful of families facing foreclosures is a 
successful program because in effect the rest deserves to lose their 
homes.” She says, “I thought that was shocking.” 

I find it shocking. I find it inconsistent with the chairman’s open- 
ing statement about what this program is to do, and certainly Sec- 
retary Geithner is responsible for ensuring the success of the pro- 
gram. I also find it inconsistent with what the President told the 
American people this program was going to do. 

Now, we have an absolute crisis, and it is not over. I am from 
Montgomery County, OH, and the foreclosure rate is staggering in 
my community. Ohio has seen the foreclosures continue to mount. 
And clearly this needs to be addressed, not only by Treasury ad- 
dressing this program and giving people real answers as to its 
goals and objectives, but also for the financial institutions, because 
we cannot lose focus here that the financial institutions got us in 
this mess, this is not a government-created mess, by their lending 
practices that did not make sense, that were not sound business 
decisions, that did not protect the banks, and did not protect cap- 
ital investments. 

The concern that I have as I looked at Treasury and then to the 
financial institutions is that decisions are being made currently 
that don’t protect capital. Every Member of Congress can tell you 
that the realtors in their communities tell them that it is virtually 
impossible to get loan servicers, banks, financial institutions, to 
work with the home buyer, to get a short sale, to do things that 
would avoid foreclosure. This is what I don’t understand, and I am 
looking forward to some information today. 

The test under the HAMP program, it is supposed to preserve 
capital for the banks, but apparently it is not a program that even 
the banks are with zeal pursuing. 

When you look at the market, any time that we can avoid fore- 
closure, you make more, you preserved your capital; the market 
sustains more because when the home goes into foreclosure, prices 
in the neighborhood drop; and families are sustained. 

So I am interested today in why isn’t this program working, why 
isn’t Treasury here, but also from you guys, why aren’t you operat- 
ing in what we would all believe a market standard of capital pres- 
ervation, because we are continuing to proceed toward foreclosure 
at rates where we all know people are approaching the financial in- 
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stitutions with deals and offers that are being rejected that would 
have a higher return than foreclosure does. I am interested in some 
of those answers today. 

I yield back. 

Chairman Towns. I now recognize Mr. Kucinich. 

Mr. Kucinich. Thank you very much, Mr. Chairman. 

Chairman Towns. You have 3 minutes. 

Mr. Kucinich. I am going to take 1 minute, if you will let me 
know when that is done. 

We know that the State of Ohio received another $172 million so 
that people could be counseling individuals on how to stay in their 
home, and I am grateful to the administration for that. But we also 
know that servicers have been referring eligible borrowers to fore- 
closure until they have been evaluated for HAMP. Treasury had to 
intervene to try to put a stop to that practice. 

We know that Bank of America has 13 percent permanent modi- 
fications; JPMorgan Chase, 20 percent; Wells Fargo, 22 percent; 
CitiMortgage, 23 percent; American Home Mortgage Servicing, 16 
percent. This whole program is about keeping people in their 
homes, and yet we are finding that the servicers apparently are not 
stepping up in a way that can encourage more and more people to 
stay in. 

We know that people are not given reasons, understandable rea- 
sons, why their home affordable mortgage modification program is 
denied, that it is sketchy as to how people appeal a denial, and to 
have their denials reviewed before they face foreclosure. These are 
all things that this hearing is going to get into. We are glad you 
are doing what you are doing, but it is not enough. 

Chairman Towns. The gentleman’s 1 minute is up. 

The gentleman from Virginia, he has 2 minutes left. 

Mr. Connolly. I thank the chairman. 

I just want to say I appreciate the steadfastness of our friends 
on the other side of the aisle in wanting to look at a program and 
make sure it is better and working. But I think it is important to 
remember that our friends on the other side of the aisle are the 
same ones that stood by and allowed for no or loose regulation that 
created the subprime mortgage bubble in the first place, and to a 
person they opposed helping anybody who was under water or 
threatened with foreclosure, including in Ohio. Not one person in 
America would have been helped if their vote had actually been the 
majority vote when we looked at the Recovery and Reinvestment 
Act. 

So when we are looking at the subject and we are looking at im- 
perfect models 

Mr. Turner. Will the gentleman yield? 

Mr. Connolly. I will not yield — that are not succeeding to the 
fullest extent. Lets’s remember that there are some among us who 
it would have helped not at all. 

Thank you, Mr. Chairman. I yield back. 

Mr. McHenry. Mr. Chairman. 

Chairman TOWNS. The gentleman from North Carolina has 1 
minute. 

Mr. McHenry. I would just say to the chairman that my col- 
league on the left is fiat wrong. What he is saying is actually not 
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the case. We want a workable program that will actually help 
homeowners, not a failed program that is expensive to the tax- 
payers and doesn’t actually help homeowners. It has been an abso- 
lute failure. 

GAO report after report, if we talk to folks in our communities 
and our districts, they will tell you it is not working. And I have 
been front and center on this issue trying to help homeowners at 
home and here in Washington with policies, and it was the party 
over there that would do nothing about Fannie Mae and Freddie 
Mac, which really added fuel to the fire of subprime and this mort- 
gage crisis that we are inheriting and that we are trying to work 
through right now. 

So rather than this guy blaming Bush, let’s move forward. Let’s 
try to do something reasonable for homeowners. They are sick and 
tired of this kind of petty politics. We want to fix this problem, not 
simply throw some money at it. We want a workable solution, not 
some empty rhetoric. 

So, with that, I would be happy to yield back. 

Chairman Towns. The gentleman’s time has expired. 

Let me just say to all of the members of the committee, there is 
enough blame to go around. I want you to know that. We just have 
sort of put things in the proper context. 

We have had the Treasuiy Department, GAO and the SIGTARP 
to testify at our first hearing on this issue. Treasury was ques- 
tioned by the committee for more than 3 hours on the performance 
of HAMP at the first hearing. Now it is the banks’ turn, and we 
are going to hear from them today. 

But more importantly, let me state, HAMP is not the only way 
to address the foreclosure problem. HAMP is just a part of the so- 
lution, but not the whole solution. We need the wholehearted co- 
operation of everybody across the board, even this committee. 

On that note, I see no recognition. We have a minute left on this 
side. Yes, 1 minute to the gentlewoman from California, Ms. 
Speier. 

Ms. Speier. Thank you, Mr. Chairman. 

I think the American homeowners who are grieving right now 
and pleading for some kind of modification don’t care if it is HAMP 
or something organized by the bank. They just want some relief. 
And I think it is shameful that my colleagues feel compelled to 
point fingers one way or the other. 

The one issue that is really critical that we have to look at is the 
conflict of interest that exists where there is a mortgage and a sec- 
ond mortgage and the servicer has an interest in the second mort- 
gage and therefore will not negotiate a modification with the first 
mortgage. That is a really serious issue and one we should address 
here today. 

I yield back. 

Chairman Towns. All time has now expired. We will turn to our 
panel of witnesses. 

It is committee policy that all witnesses are sworn in. If you 
would stand and raise your right hands. 

[Witnesses sworn.] 

Chairman TOWNS. Let the record reflect that all witnesses an- 
swered in the affirmative. 
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Mr. Das is the chief executive officer of CitiMortgage, Inc. Wel- 
come, Mr. Das. 

Ms. Barbara Desoer is the president of Bank of America Home 
Loans, which is the Nation’s largest home mortgage servicer. 

Thank you, Ms. Desoer. 

Mr. David Friedman is the president and chief executive officer 
of American Home Mortgage Servicing, which is the Nation’s larg- 
est independent non-prime servicer. 

Welcome, Mr. Friedman. 

Mr. Michael Heid is the co-president of Wells Fargo Home Mort- 
gage, which services one out of every six mortgage loans in the Na- 
tion. 

Welcome, Mr. Heid. 

Mr. David Lowman is the chief executive officer of Chase Home 
Finance. 

Welcome, Mr. Lowman. 

Mr. Edward Pinto is a real estate financial services consultant. 
Welcome. We are delighted to have you here as well. 

At this time I would ask the witnesses to deliver their statement. 
Let me just explain, just in case you don’t know how it works. 
There is a light that comes on and it is green, and then after 4 
minutes it becomes caution, and then it turns red. Now, red means 
stop. I just want to sort of remind you how it works so we have 
that straight. 

Mr. Das, why don’t we start with you and come right down the 
line. This will allow us an opportunity to raise questions. 

STATEMENTS OF SANJIV DAS, CEO, CITIMORTGAGE, INC.; BAR- 
BARA J. DESOER, PRESIDENT, BANK OF AMERICA HOME 
LOAN; DAVID FRIEDMAN, PRESIDENT AND CEO, AMERICAN 
HOME MORTGAGE SERVICING, INC.; MICHAEL J. HEID, CO- 
PRESIDENT, WELLS FARGO HOME MORTGAGE, WELLS 
FARGO & CO.; DAVID LOWMAN, CEO, CHASE HOME FINANCE, 
INC., JPMORGAN CHASE BANK; AND EDWARD J. PINTO, REAL 
ESTATE FINANCIAL SERVICES CONSULTANT 

STATEMENT OF SANJIV DAS 

Mr. Das. Thank you. Chairman Towns, Ranking Member Issa, 
and members of the committee, thank you for the opportunity to 
discuss Citi’s efforts to help families stay in their homes and de- 
scribe our progress in implementing the Home Affordable Modifica- 
tion Program [HAMP]. I am Sanjiv Das, CEO of CitiMortgage, and 
I am honored to be speaking with you today. 

As Citi CEO Vikram Pandit has said, we owe a debt of gratitude 
to the American taxpayer and our government for providing Citi 
with TARP funds. We believe it is our responsibility to help Amer- 
ican families in financial distress, and in particular to help families 
stay in their homes. As one recent example, just last week Citi be- 
came the first major lender to announce a 90-day moratorium on 
mortgage foreclosures in the Gulf Coast region. Our goal is to help 
families who have been hard hit by the devastating oil spill to re- 
main in their homes. 

At Citi, we are focused on two key priorities: Working hard to 
make the HAMP program as successful as possible; and providing 
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solutions for distressed borrowers that do not qualify for, or have 
fallen out of, the HAMP process. Our focus has produced significant 
results. Citi is consistently ranked among the top performing 
servicers, and since 2007 we have assisted more than 900,000 fami- 
lies in their efforts to avoid foreclosure. 

We know that the HAMP process can be somewhat complicated, 
so we strive to make it easier for our customers. We have hired 
special staffers to focus solely on the HAMP process and given 
them detailed training. In addition, we have added more than 
1,400 new employees to support our foreclosure prevention efforts. 

We have invested in our HAMP processing systems so that 
HAMP applicants can now view their application status and docu- 
ments online. Customers are also notified electronically when they 
meet key milestones in the application process. 

We have learned that borrowers can be reluctant to work directly 
with servicers, so we increasingly work with third parties in local 
communities on mortgage modification outreach. We have also 
partnered with HOPE NOW to conduct document collection events 
in face-to-face meetings with borrowers who need help. Our goal is 
to give every, every distressed borrower the opportunity to reach us 
for assistance. 

We have designed and implemented procedures to ensure the fair 
application of HAMP standards for all applicants. 

Despite these initiatives, challenges remain. For example, HAMP 
has been revised multiple times since March 2009. With each 
change additional training and systems are required, which in turn 
impact program efficiencies. 

Further, factors beyond our control often prohibit customers from 
moving from a trial modification to a permanent HAMP modifica- 
tion. In the majority of these cases, the required documents are not 
submitted, required trial payments are not made, or the borrower 
is ineligible for the program. 

Since the HAMP program does not fit every distressed borrower’s 
needs, Citi is providing solutions that helps borrowers who do not 
qualify for the HAMP process or who have not achieved HAMP 
modifications. As part of this effort, we offer a number of supple- 
mental modification programs that are designed to address cus- 
tomer needs on a case-by-case basis. These solutions are tailored to 
homeowners’ unique circumstances and deliver an outcome that is 
affordable and lasting. 

Citi’s own proprietary programs assist customers with a variety 
of solutions, addressing challenges such as unemployment and im- 
minent risk of default and utilizing a variety of strategies to solve 
for affordability of payments. These solutions are described in the 
appendix attached to this testimony in more detail. 

We believe the issue of affordability is the most important con- 
sideration in modifications. We do not believe there is one-size-fits- 
all approach to affordability. The proof of this is in our low default 
rate, which continues to be significantly below industry averages. 

For those borrowers who face severe hardship, Citi introduced 
dedicated Short Sale and Deed in Lieu teams in 2009, which offer 
a number of customized solutions. Further, we are participating in 
HAFA and will participate in the Second Lien Modification Pro- 
gram when it becomes available this summer. These programs en- 
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able borrowers to avoid foreclosure and allow for a dignified transi- 
tion to the next phase of their lives. 

I understand there is much more work to be done. Citi remains 
focused in achieving affordability, and we support the Treasury’s 
programs to help consumers. 

Thank you for the opportunity to speak before this committee. I 
would be happy to answer any questions you might have, sir. 

[The prepared statement of Mr. Das follows:] 
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Testimony of Sanjiv Das 
CEO, CitiMortgage, Inc. 

Before the Committee on Oversight and Government Reform 

June 24, 2010 

Washington, D.C. - Chairman Towns, Ranking Member Issa, and Members of the Committee, 
thank you for the opportunity to discuss Citi’s efforts to help families stay in their homes and to 
describe our progress in implementing the Home Affordable Modification Program (HAMP). I 
am Sanjiv Das, CEO of CitiMortgage, and I am honored to be speaking with you today. 

As Citi CEO Vikram Pandit has said, we owe a debt of gratitude to the American taxpayer and 
our Government for providing Citi with TARP funds. We believe it is our responsibility to help 
American families in financial distress, and in particular, to help families stay in their homes. 

As one recent example, just last week, Citi became the first major lender to announce a 90-day 
moratorium on mortgage foreclosures in the Gulf Coast region. Our goal is to help families who 
have been hard-hit by the devastating oil spill remain in their homes. 

At Citi, we are focused on two key priorities: working hard to make the HAMP program as 
successful as possible and providing solutions for distressed borrowers that do not qualify for, or 
have fallen out of, the HAMP process. 

Our focus has produced significant results: Citi is consistently ranked among the top performing 
servicers and, since 2007, we have assisted more than 900,000 families in their efforts to avoid 
foreclosure. 

We know that the HAMP process can be somewhat complicated so we have strived to make it 
easier for our customers. 

> We have hired special staffers to focus solely on the HAMP process and given them 
detailed training. In addition, we have added more than 1,400 new employees to support 
our foreclosure prevention efforts. 

> We have invested in our HAMP processing systems so that HAMP applicants can now 
view their application status and documents online. Customers are also notified 
electronically when they meet key milestones in the application process. 

> We have learned that borrowers can be reluctant to work directly with servicers, so we 
increasingly work with third parties in local communities on mortgage modification 
outreach. We have also partnered with Hope Now to conduct document collection events 
in face-to-face meetings with borrowers who need help. Our goal is to give every 
distressed borrower the opportunity to reach us for assistance. 

> We have designed and implemented procedures to ensure the fair application of HAMP 
standards for all applicants. 
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Despite these initiatives, challenges remain. For example, HAMP has been revised multiple 
times since March 2009. With each change additional training and systems are required, which in 
turn impact program efficiencies. 

Further, factors beyond our control often prohibit customers from moving from a trial 
modification to a permanent HAMP modification. In the majority of these cases, the required 
documents aren’t submitted, required trial payments aren’t made, or the borrower is ineligible for 
the program. 

Since the HAMP program does not fit every distressed borrowers needs, Citi is providing 
solutions that help borrowers who do not qualify for the HAMP process or who have not 
achieved HAMP modifications. As part of this effort, we offer a number of supplemental 
modification programs that are designed to address customer needs on a case-by-case basis. 
These solutions are tailored to a homeowner’s unique circumstances and deliver an outcome that 
is affordable and lasting. 

Citi’s own proprietary programs assist customers with a variety of solutions, addressing 
challenges such as unemployment and imminent risk of default, and utilizing a variety of 
strategies to solve for affordability of payments. These solutions are each more fiilly described in 
the Appendix attached to this testimony. We believe the issue of affordability is the most 
important consideration in modifications. We do not believe there is a “one size fits all” 
approach to affordability. The proof of this is in our low redefault rates which continue to be 
significantly below industry averages. 

For those borrowers who face severe hardship, Citi introduced dedicated Short Sale and Deed In 
Lieu teams in 2009, which offer a number of customizable solutions. Further, we are 
participating in Home Affordable Foreclosure Alternatives (HAFA) and will participate in the 
2"“' Lien Modification Program (2MP) when it becomes available this summer. These programs 
enable borrowers to avoid foreclosure and allow for a dignified transition to the next phase of 
their lives. 

I understand there is much more work to be done. Citi remains focused on achieving 
affordability and helping families stay in their homes in a responsible manner, and we support 
the Treasury’s programs to help consumers. 

Thank you for the opportunity to speak before the Committee. 1 would be happy to answer any 
questions you might have. 
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Appendix to the Testimony of Sanjiv Das 
CEO, CitiMortgage, Inc. 

June 24, 2010 
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CitiMortgage Supplemental Modification Programs 

Borrowers who contact CitiMortgage for assistance and do not qualify for a HAMP 

modification are considered for a series of Citi supplemental treatments: 

Citi Supplemental Modification CCSM') 

- Interest rate reduction for a period of 2 years. 

- Offered to eligible borrowers who were evaluated for a HAM Modification but did not 
qualify. 

- Borrower must successfully complete a 3-month trial period prior to the modification being 
booked. 

Citi Homeowners Unemployment Assistance Program 

- Provides temporary (3-6 month) payment relief to borrowers who have lost their jobs, 
allowing them to stay in their homes as they search for new employment. 

- Citi lowers the borrower’s monthly payment to an average of $500/month and suspends 
foreclosure proceedings for the duration of the program. 

2"** Lien FDIC Modification 

- Modify loan terms to reduce total 1^‘ and 2"‘‘ lien monthly payment to 42% of gross income, 
for life of loan. 


In addition, CitiMortgage proactively identifies and targets borrowers with treatments and 
programs that have provided assistance through difficult economic conditions: 

Rate Relief 

- Interest rate reduction provided to high risk Current and <60DPD borrowers for a period of 
up to 9 months. 

- Treatment is provided to both 1“' and 2"“* liens. 

Incentive to Stay Current 

- Program offered to high risk current borrowers; offering incentive for continuing to make 
mortgage payments. 

Incentive amount ranges depending on monthly payment. 

- Incentive paid once every 3 months through the end of 20 1 0. 
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Alternatives to Foreclosure 


In instances where retaining the home is not a viable option, CitiMortgage offers a range of 
programs to help the borrower avoid the financial and emotional trauma of foreclosure: 

Short Sale 

- Alternative for borrowers facing foreclosure who do not qualify for or are not interested in a 
modification or other retention treatment. 

- Borrower agrees to market property; Citi agrees to settle loan for sale price less than 
outstanding loan balance. 

- Borrowers who complete Short Sale may be eligible for a monetary relocation incentive. 

Citi Foreclosure Alternatives Pilot Program 

- Program to allow distressed borrowers to avoid foreclosure. (Pilot available to 90+ DPD 
borrowers in Texas, Florida, Illinois, Michigan, New Jersey, and Ohio). 

- In exchange for agreeing to sign over the deed on their property, Citi will allow borrowers to 
stay in their homes for a period of up to six months and will provide a relocation incentive as 
well as counseling by trained professionals to help the borrower prepare for the next chapter 
of their lives. 

Deed In Lieu of Foreclosure 

- Alternative for borrowers facing foreclosure who do not qualify for or are not interested in a 
modification. 

- Borrower agrees to sign the property deed over to Citi and vacate within 30 days. 

- Borrower may receive a monetary relocation incentive. 

Foreclosure Moratoriums 

- Citi has implemented two moratoriums on 1*' Lien Risk portfolio loans since Q4 2009: 

o Holiday Moratorium 

" Scope: National 

• Timing: December 15, 2009 -January 15, 2010 
o Gulf Coast Moratorium 

• Scope: Coastal areas in LA, MS, AL, FL 

■ Timing: June 17, 2010- September 17, 2010 

- During the moratorium periods Citi will not: 

o Refer new loans to foreclosure 
o Schedule or complete foreclosure sales 
o Evict from REO properties 
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Summary of Citi Treatments 


High Risk Current 


Delinquent 


1-59 


60-119 


120-179 


180 + 


Citi Supplemental Modification. (CSMIg 


Homeowners Unemployment: Assistance Program 


Rate Relief" a 


Incentive toStay CurrenK 


I Citi Foreclosure Alternatives Program 


-Short Sale 


Deed In Lieu of Foreclosure- 


FDIG Modification 


Rate Relief- 


Short Sale- 


Significant additional detail on our mortgage lending and foreclosure prevention efforts can be 
found at the following internet link where you will find the most recent report: “Citi U.S. 
Consumer Mortgage Lending Data and Servicing Foreclosure Prevention Efforts.” 

littD://www.citigroup.com/citi/fin/scr.htm 
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Citi’s Commitment to Fair Lending 


• Citi maintains a comprehensive Fair Lending policy that prohibits treating applicants or 
customers differently on any “prohibited basis,” including but not limited to race, national origin, 
sex, and other enumerated factors. We are committed to complying with both the letter and the 
spirit of U.S. fair lending laws and regulations, which require fair and equal treatment of all 
customers throughout the credit and payment process. 


• Citi engaged a well recognized expert to perform Fair Lending analyses on both its 
originations and its loss mitigation/foreclosure prevention efforts. Specifically, Citi proactively 
conducts analyses on its loan modifications, both HAMP and supplemental modifications, to 
ensure that all customers are treated the same -without regard to race, national origin or gender. 


• Citi requires robust training for all of its mortgage lending employees from end to end, 
including mortgage origination and loss mitigation/foreclosure prevention. It is mandatory that 
all employees are trained and pass a written certification on all fair lending laws. Citi requires re- 
certification at regular intervals for all employees. All policies and procedure are re-viewed and 
approved by our compliance and legal teams. 


• Citi conducts "mystery shopping" to insure compliance with regulations and most 
importantly to insure that all of our customers have a consistent experience. 
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Chairman TOWNS. Thank you very much. 
Ms. Desoer. 


STATEMENT OF BARBAKA J. DESOER 

Ms. Desoer. Chairman Towns, Ranking Member Issa, and mem- 
bers of the committee, thank you for holding a hearing on this very 
important issue. 

Since January 2008, Bank of America has completed more than 

630.000 loan modifications. We continue to innovate, first with our 
own proprietary loan modification programs, and more recently 
with the adoption of 2MP and our own principal forgiveness pro- 
gram. 

With the acquisition of Countrywide in July 2008, Bank of Amer- 
ica’s servicing portfolio changed dramatically, both in loan type and 
in volume, more than tripling to nearly 14 million customer loans. 

We have undertaken a massive retooling of the servicing organi- 
zation to address the needs of distressed homeowners. We have 
built a new default management capability, new processes, new 
technology, and a 60 percent increase in staffing to more than 
18,000. 

Bank of America has participated in more than 360 community 
outreach events, opened assistance centers for in-person counsel- 
ing, and gone door-to-door to help customers understand their op- 
tions. We are also participating in the HOPE NOW loan portal so 
housing counselors can directly submit completed customer applica- 
tions. 

There have definitely been rough spots and customers have expe- 
rienced service that is very inconsistent with our standards. We 
continue to learn and improve as we work through these difficult 
times, never losing sight of the impact that foreclosure has on the 
individual or the community. 

Since HAMP launched in March 2009, Bank of America has built 
momentum in the program. For the past 3 months, we have led 
servicers in the number of completed modifications. Bank of Amer- 
ica also became the first major loan servicer to begin implementing 
the Treasury’s second lien program on April 1st. We took this step 
to provide customers a more affordable combined monthly mort- 
gage payment. 

This March, we announced an industry leading principal reduc- 
tion program for qualifying customers who owe significantly more 
than their homes are worth. We began mailing offers May 17th to 
provide immediate relief to those in the most imminent danger of 
foreclosure. Treasury also announced a similar principal reduction 
program that will be effective later this year, and we are working 
to align our own program with theirs. 

As we execute and evaluate programs that can expand HAMP’s 
reach, it is vital to understand the current eligibility of delinquent 
customers. Many customers do not and will not qualify for HAMP. 
Within Bank of America’s servicing portfolio, 1.4 million first mort- 
gage customers are more than 60 days delinquent on their mort- 
gage payment. Of those customers. Treasury estimates that about 

478.000 are potentially eligible for a modification through HAMP. 

As of the end of May, Bank of America has mailed more than 1 

million solicitations, made trial offers to over 400,000 customers. 
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started active trials with more than 300,000 customers, and we 
have 70,000 permanent modifications under HAMP. 

As our results demonstrate, HAMP has heen largely successful in 
making offers to customers. However, getting customers to accept 
the offers and complete the requirements to obtain a permanent 
modification has been a challenge. 

In April, Bank of America b^egan HAMP process changes that 
will require income and other documentation up front before the 
trial period is started, and we believe these changes will improve 
the trial to permanent conversion rate. 

Still, given the depth and length of the recession, a considerable 
number of customers will not be able to afford to stay in their 
home. In these cases, we invite customers to consider short sales 
or deeds in lieu programs to support a dignified transition from 
homeownership to alternative housing. We inform customers about 
these options as part of the HAMP decline process. For customers 
who have not met the requirements of the trial period, they receive 
letters that clearly state the reason for ineligibility. More than 40 
percent of the declines we have mailed are because of missed pay- 
ments in the trial period. 

Bank of America provides a dedicated toll-free number for cus- 
tomers to appeal the decision, provide updated financial informa- 
tion or discuss other options. We will not complete a foreclosure 
sale until the appeal period has expired. 

Innovative solutions have been created to help customers sustain 
homeownership, and Bank of America is committed to executing 
those programs well. All of us at Bank of America, including the 
thousands of associates who work on these issues every day, take 
seriously our role in helping customers through this difficult cycle. 

Thank you, and I will be pleased to take questions. 

[The prepared statement of Ms. Desoer follows:] 
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Chairman Towns, Ranking Member Issa, and Members of the Committee, thank you for the 
opportunity to discuss Bank of America’s loan modification performance. Helping those we 
serve through a difficult and prolonged housing downturn is complex, but we are committed to 
providing the aid and solutions customers need. 

Providing solutions to distressed homeowners has been and remains a central focus for Bank of 
America. Since January 2008, we have completed more than 630,000 loan modifications, 
including more than 70,000 permanent HAMP modifications. 

HAMP has proven a valuable tool that complements the proprietary loan modification programs 
Bank of America has developed. Success in helping customers avoid foreclosure has often been 
defined by HAMP. The reality is that a comprehensive approach is necessary to provide the 
additional solutions individual customers need. This is the approach we have taken. 

My testimony will focus on the effectiveness of HAMP and our ongoing efforts to improve the 
customer experience. 1 will also outline the need for additional focus on helping customers who 
do not qualify for a modification transition to alternative housing with dignity. 

First, I’d like to provide some context behind Bank of America’s loan modification performance, 
and the various tools we’ve leveraged to help customers stay in their homes. While I will 
describe our progress and accomplishments to date, 1 do not intend any of this to suggest that 
there have not been challenges and difficulties, or that we do not fully appreciate the problems 
many of your constituents have brought to your attention. 

Since the moment of the Countrywide acquisition, we have had to undertake a massive retooling 
of our servicing organization to shift from simply servicing loans to addressing the needs of 
distressed homeowners through the implementation of various modification programs. There 
have been rough spots and many individual customers have experienced service that is 
inconsistent with our standards. We continue to learn and improve as we work through these 
very difficult times; never losing sight of the impact these situations have on individual 
customers and their families. 

Bank of America Loan Modification Solutions and Performance 


Bank of America has been at the forefront of industry modification solutions. That leadership 
started with our decision to acquire Countrywide in 2008, providing the support millions of 
Countrywide customers needed as the housing crisis unfolded. We did so with a commitment to 
successful homeownership and a continuation of Bank of America’s longstanding track record 
for responsible lending - including exiting the subprime mortgage origination business nearly 10 
years ago. 

With the acquisition. Bank of America became the nation’s largest mortgage servicer ~ with a 
servicing portfolio that more than tripled post-acquisition to nearly 14 million customer loans -1 
in 5 of all U.S. mortgages. As such, we recognize the impact our efforts have to support the 
national recovery and sustain the neighborhoods and customers still in need of solutions. 
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Shortly after the Countrywide acquisition closed, we launched a precedent-setting modification 
program in October 2008 to help Countrywide customers with types of loans Bank of America 
discontinued when we acquired the company, including subprime, Pay Option ARM and 
subprime-hybrid loans. This program has become the foundation for other major efforts 
developed by the government. 

When HAMP launched in March 2009, it became the first modification solution Bank of 
America considered for delinquent customers. We have built momentum executing the program, 
and since March of this year have led all servicers in the main HAMP performance categories - 
including number of permanent modifications, active trials, and trial offers. 

Bank of America also became the first major loan servicer to sign the contract to participate in 
and begin implementing the Treasury’s second lien program - known as 2MP. On April 1, 2010, 
less than one week after receiving Treasury’s final 2MP program guidelines, we began mailing 
trial modification offers to home equity customers facing financial difficulty. We took this step 
to provide financial relief to customers who need it now, and to help keep them in their homes 
with a more affordable, combined monthly mortgage payment. 

As the Committee knows, this March, we also announced an industry leading principal reduction 
program to help customers who owe significantly more on their mortgage than their home is 
worth. We will discuss this program and principal reduction in more detail in the testimony. 

While the number of new delinquencies continues to stabilize, there are still customers who need 
help. As we consider new programs that could help additional customers qualify, it is vital to 
understand the current eligibility of delinquent customers. 

Customer Eligibility for HAMP and Recommendations for HAMP Expansion 

As the nation’s largest servicer. Bank of America services nearly 14 million first and second 
mortgage loans. Within that portfolio, 1.4 million first mortgage customers are more than 60 
days delinquent on their mortgage payment. Of those customers. Treasury indicates only about 
470,000 are potentially eligible for a mortgage modification through HAMP. We have made 
trial offers to more than 404,000 customers as of May 31, 2010. 

There are several changes Bank of America has proposed to help more customers qualify for a 
HAMP solution. 

For example, for customers who have a debt-to-income ratio below 31%, Bank of America has 
advocated for some flexibility to extend modifications to low-to-moderate income customers 
who fall below this threshold. We are working on a program to offer modifications to low-to- 
moderate income customers down to a debt-to-income ratio of 24%. 

For the unemployed or severely underemployed, the Treasury’s April announcement to provide 
temporary forbearance of three months should provide a much needed solution. 
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Bank of America also continues to offer proprietary modification solutions for customers that 
fall outside the scope of HAMP and other government programs. To date, our proprietary 
programs have helped more than 560,000 customers with first and second loan modifications, 
and we maintain these efforts at a pace of about 13,000 a month. 


HAMP Challenges and Solutions 

HAMP was designed to assist customers who: 

> have a hardship that makes their current mortgage payment unaffordable, 

> have a desire to stay in their homes, and 

> have the ability to make a reduced but reasonable mortgage payment. 

As our results demonstrate HAMP has been largely successful in making offers to these 
customers. However, there has been less success getting customers to accept the offers and 
complete the documentation and trial period required to obtain a permanent HAMP modification. 

In April, Bank of America implemented HAMP process changes that will require income and 
other documentation up front before the trial period is started. We believe these changes will 
make the overall modification process much more streamlined and customer-friendly, and we 
expect it will improve the conversion rate from trial to permanent modifications. 

We continue to look at ways to evolve programs to achieve higher customer acceptance rates - 
learning from customer behavior and adapting to meet those needs. Efforts on principal 
reduction are an example. 

Bank of America is supportive of principal reduction for customers who have high loan to value 
ratios and are experiencing hardship, and we believe solutions must balance the interests of the 
customer and the investor. 

From the customer perspective, there is a fairness issue. Within Bank of America’s residential 
servicing portfolio, nearly 86 % of customers are current and pay their mortgages every month - 
some of them making difficult choices and sacrifices to do so. 

This does not mean that we should not do principal reduction for those unable to stay current, but 
we must do so in a measured, responsible way so that only customers with a legitimate hardship 
and genuine interest in maintaining homeownership qualify. 

We believe the principal reduction program Bank of America announced in March is a solid 
start. The program is available for qualifying customers as part of enhancements to our 
proprietary National Homeownership Retention Program. It includes an innovative “earned 
principal forgiveness” approach to help customers who owe significantly more than their homes 
are worth. 

Treasury has also announced a similar principal reduction program which includes an earned 
principal forgiveness concept that will be effective later this year and will be considered for a 
broader range of loans. Bank of America is working to align our program with Treasury’s. 
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In the meantime, we began mailing offers May 17 under Bank of America’s program to provide 
immediate relief to those in the most imminent danger of losing their homes to foreclosure. 


Loan Modification Resources and Customer Outreach 


Considerable resources have shifted to the default areas of our servicing business to manage the 
customer demand for aid as the housing downturn, prolonged recession, and high unemployment 
have put sustained pressure on some of our customer’s ability to pay their mortgages. 

Bank of America has increased staffing dedicated to default management to more than 1 8,000 - 
an increase of more than 60% from the beginning of 2009. They currently manage about 
100,000 calls a day. 

In addition to the high volume, a significant challenge specific to HAMP implementation has 
been the frequent guidance changes. While guidance is certainly needed and changes have 
generally worked to improve the program, they do create operational challenges that require new 
or revised systems, models and procedures, as well as staffing and training needs. 

We have improved our ability to handle the volume of requests and complexity of the various 
loan modification programs, but we understand the frustration those growing pains have caused. 
We maintain an ongoing dialogue with customers, public officials, and community groups to 
gain insight on how we can continue to improve. 

As a way to increase staffing, we’ve redeployed more than 600 mortgage loan officers from sales 
to servicing, and we’ve made a significant technology investment to facilitate the modification 
process and enhance transparency for customers. 

We’re in the process of transforming the servicing operation to leverage some of the 
fundamentals of the origination process. This new model will be in place this July and will 
create a clear delineation between the collections and modification processes. It will also 
implement a case management model so that customers seeking a modification will be assigned 
to dedicated teams of negotiators to keep customers better informed throughout the process. 

We are establishing more consistent routines to ensure customers are kept informed of their 
modification status. For example, after a customer makes initial contact, a home retention 
specialist will contact them within 72 hours to review their situation and discuss modification 
options. 

To help customers understand the loan modification process and solutions available to them we 
have created a website - www.bankofamerica.com/homeloanhelD - that provides detailed 
information and walks customers through the various home retention options. We also 
proactively reach out to customers in default to determine their eligibility for the various 
modification programs we offer, including HAMP. 


5 



33 


To reach more customers we have implemented outreach methods including door knocking and 
customer assistance centers to provide in-person counseling. We’ve partnered with community 
groups, public officials and others and have participated in more than 360 community outreach 
events since January of 2009. We also have a dedicated team within Home Loans that works 
directly with housing counselors and the customers they serve. We are also participating in the 
HOPE NOW loan portal that streamlines the submission of completed loan modification 
applications, allowing housing counselors to more efficiently transmit the applications to 
servicers. 

Bank of America continues to place on hold foreclosure sales for customers with whom we have 
made contact and who may also be eligible for HAMP or one of our proprietary modification 
programs. We believe the right policy approach is to ensure that no customer is taken through to 
foreclosure sale until they are considered for a modification or short sale or deed in lieu solution. 

HAMP Decline Process and Solutions to Achieve a Dignified Homeownershin Transition 

Given the depth of the nation’s recessionary impacts on homeowners, a considerable number of 
customers will transition from homeownership over the next two years. We must 
compassionately and responsibly help those customers who have exhausted all their options and 
can no longer afford to stay in their homes. 

Among the initiatives we believe will be helpful to these customers are short sales and deeds-in- 
lieu that will allow customers to avoid the stigma of foreclosure and potentially reduce the 
damage done to their credit. 

Bank of America is fully operational with Treasury’s Home Affordable Foreclosure Alternatives 
(HAFA) program, which streamlines the short sale process for borrowers who have been 
considered for HAMP and offers customers relocation assistance of $3,000. 

For customers who do not qualify for HAFA, Bank of America has implemented our own 
proprietary cooperative short sale program to provide more ease and assistance to delinquent 
customers who can no longer stay in their home. 

For those customers not interested in the short sale process, we are stepping up efforts to provide 
incremental funding in our cash for keys and deed in lieu programs. These programs provide an 
increased cash allotment for moving expenses and rental security deposits in exchange for the 
deed to the property in which the customer currently resides. 

We are leveraging these options as part of the HAMP decline process underway. Bank of 
America, along with other servicers, has begun mailing decline letters to customers who have 
been found to be ineligible after entering the trial period, as required by the federal program 
guidelines. 

Specific reasons customers will receive a decline letter include missed trial payments, failing to 
provide necessary documentation, and not meeting the debt-to-income ratio requirements, among 
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others. For example, more than 41% of the declines we’ve mailed are because of missed 
payments in the trial period. 

Our HAMP letters clearly state the reason(s) for ineligibility, and remind customers that Bank of 
America wants to continue to work with them. We provide a dedicated toll-free number for 
customers to call if they believe they were improperly determined to be ineligible for a loan 
modification, if their financial circumstances have changed or if they have other questions about 
their options, and we won’t complete a foreclosure sale until the appeal period has expired. 

Depending on a customer’s particular financial circumstances, our first choice after HAMP, if 
permitted by the investor or other applicable program guidelines, is to offer an alternative home 
retention option through one of our proprietary modification programs. If all home retention 
options are exhausted, we will offer short sale and deed-in-lieu solutions. Early responses to 
notification letters indicate that many customers are interested in these options as an alternative 
to foreclosure. 

CONCLUSION 


At Bank of America, we are working hard to balance the needs of our customers, investors, 
shareholders and communities. We believe innovative solutions have been created to help 
customers sustain homeownership, and we are committed to executing those programs well, and 
are in the process of doing so. 

We take seriously our role in helping customers, as well as restoring confidence in the U.S, 
housing market. That’s a role we willingly assumed and a responsibility every Bank of America 
associate is working to carry out. 

Thank you. 
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Chairman TOWNS. Thank you very much. 

Mr. Friedman. 

STATEMENT OF DAVID FRIEDMAN 

Mr. Friedman. Chairman Towns, Ranking Member Issa, and 
members of the committee, we at American Home appreciate the 
committee’s consideration of the complex issues surroundings the 
efforts of servicers to implement HAMP. 

American Home Mortgage Servicing is a non-prime residential 
loan servicer that does not own, originate nor have any interest in 
any of the loans that we service. Our focus is on keeping borrowers 
in their homes while balancing our obligation to provide continued 
cash-flows to investors. 

Contrary to popular opinion, servicers do not make money on 
foreclosures. They benefit no one and are undertaken only as a last 
resort when other foreclosure solutions are not available. 

We aggressively pursue any reasonable modification opportunity 
in the best interest of the investor through early intervention. All 
troubled loans are routinely reviewed for HAMP or other loss miti- 
gation workout consideration. Although we already have made 
thorough solicitation efforts of our portfolio, we are again in the 
process of resoliciting every borrower that has potential for HAMP 
eligibility. 

To assist borrowers in avoiding foreclosure, we have, among 
other things, established a dedicated team of housing counselors 
and trained our call center associates as to loss mitigation opportu- 
nities. We have invested in the development of improved propri- 
etary information systems, built relationships with housing agen- 
cies, counseling agencies and housing alliances, participated exten- 
sively in outreach events, considered borrowers for proprietary 
modifications in situations where we are unable to offer a HAMP 
modification, and we have offered other foreclosure alternative so- 
lutions whenever a modification is not appropriate. 

Several barriers remain, despite significant progress by the in- 
dustry in the implementation of HAMP. Even with relaxed stand- 
ards, the required underwriting documents are too burdensome. 
Many borrowers are unable to provide these documents or simply 
choose not to do so. 

Servicers such as AHMSI who experience redefault rates that are 
significantly less than industry averages should be allowed to rely 
upon a proven, less stringent underwriting requirement. Many bor- 
rowers delay in responding to standard HAMP solicitations and 
others are confused by program enhancements that are pre- 
maturely announced. 

Frequent program changes have overtaxed servicer systems and 
processes, and the newly announced HAMP principal reduction 
program has increased the number of so-called strategic defaulters, 
otherwise able borrowers who purposely stop paying on their mort- 
gages to seek HAMP assistance. By failing to emphasize the neces- 
sity of a valid hardship, HAMP has not discouraged this type of be- 
havior. 

The HAMP program has experienced significant issues in con- 
verting trial period plans to permanent modifications. Many bor- 
rowers fail to make the required trial payments and now are per- 
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manently ineligible for HAMP. Many others failed to timely return 
executed modification agreements, despite our extensive efforts to 
collect those documents. Deficiencies in and complexities of the 
HAMP reporting system, IR2, have made it difficult to officially re- 
port many permanent modifications. 

Not all borrowers qualify for HAMP modification. The top three 
factors for denial are the property is not the borrower’s primary 
residence, the applicable securitization servicing documents restrict 
or prohibit modifications, and the borrower failed to provide a com- 
plete underwriting package. 

AHMSI has established an appeal process for HAMP denials and 
an independent team reviews and confirms denials. Borrowers that 
do not qualify for HAMP mod are reviewed to determine if other 
proprietary home retention options will prevent foreclosure. 

We maintain a robust complaint tracking and resolution process 
that is dedicated to handling all borrower complaints. We take our 
responsibilities under the HAMP program seriously. We have been 
audited by MHA compliance twice. Each time there were no major 
findings or enforcement actions. 

HAMP compliance often imposes unnecessarily complex burdens 
on servicers that divert resources away from more productive cus- 
tomer facing activities. While performance is improving, challenges 
persist even as the program matures. 

In conclusion, AHMSI is firmly committed to HAMP and to its 
goals and standards. We are anxious to see the program succeed 
and look forward to working with the Treasury and Congress to im- 
plement any needed improvements. 

Thank you for your time. 

[The prepared statement of Mr. Friedman follows:] 
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Chairman Towns, Ranking Member Issa, and Members of the Committee, thank you for 
the opportunity to discuss the efforts of American Home Mortgage Servicing, Inc. 
(AHMSI), to implement the Home Affordable Modification Program (HAMP) and to 
share steps that AHMSI has taken to assist borrowers facing financial challenges. We 
appreciate the Committee’s consideration of the complex issues surrounding these 
endeavors. 

Before responding to the Committee’s questions, we would like to inform you that 
AHMSI is a large, non-prime residential loan servicer that does not originate loans and 
that did not originate any of the loans it currently services. Rising out of the aftermath of 
the sub-prime mortgage crisis, equity funds ultimately controlled by WL Ross & Co. 
purchased from bankruptcy the servicing platform and mortgage servicing rights of 
American Home Mortgage in November 2007. These loans had a principal balance of 
approximately $45 billion and many were pay option adjustable rate mortgage loans 
(Option Arms). In April 2008, AHMSI added another $45 billion in sub-prime loans 
when it purchased the servicing platform, facilities, and mortgage servicing rights of 
Option One Mortgage Corporation. The final significant acquisition in February 2009 
was of the servicing rights to $28 billion of sub-prime loans that had been originated by 
Ameriquest Mortgage. Second lien mortgage loans represent only a small fraction of 
these acquisitions. As a result of these three large servicing acquisitions, AHMSI became 
the largest independent, non-prime servicer in the country, servicing more than $120 
billion of loans having very high delinquency rates and with many loans in bankruptcy 
and foreclosure. Our portfolio is a high-touch, high-defaulted portfolio with many 
borrowers over laden with excessive debt, both mortgage and non-mortgage. 

As a monoline servicer, AHMSI does not hold these loans or the underlying mortgage 
securities. We are focused solely on ensuring that the cash flows to investors are 
maximized. For borrowers, this means AHMSI does not have other significant economic 
interests that could interfere with our contractual responsibility to take actions that will 
enhance the cash flows to investors and keep borrowers in their homes. As a result, our 
incentives are well aligned with the interests of both our investors and borrowers - 
restoring cash flow to distressed mortgages through loan modifications is in the best 
interest of investors and of borrowers who want to keep their homes and have the 
reasonable capacity to do so. 

Although, as mentioned above, AHMSI did not originate any of the loans it services, we 
nevertheless have made it our primary focus to develop suitable home retention and loss 
mitigation solutions to help prevent foreclosures. Before the announcement of HAMP, 
AHMSI worked with its master servicers and investors to successfully educate them as to 
the benefits of modifying loans. We also readily acknowledge that it is to our advantage, 
as a monoline servicer, to service loans with positive cash flows and that we (and the 
investors in the securities we service) benefit from modifications, even beyond the 
incentives available under HAMP. 

We also believe it is important that you understand that, contrary to some opinions 
recently expressed in the media, servicers do not make money foreclosing on loans. That 
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is one of the great myths of the foreclosure crisis. The simple fact is that foreclosures are 
bad for everyone - borrowers, lenders, servicers, investors, and the community at large. 
Foreclosures are undertaken as a last resort only when we are unable to resolve 
delinquency matters through other means. Acting as a contract servicer in securitizations, 
we recognize that the assets are owned by the investors in the securities that are backed 
by the loans that we service, and our contractual duty is to act in the best interest of the 
trusts and to maximize recoveries. In the current economic environment foreclosures 
generally are not economically advantageous to the securitization trusts, or, more 
precisely, to the classes of investors in the related securities taken as a whole. 
Furthermore, while a loan is delinquent, we do not earn our fee for servicing the loan. 
During that time, we also incur costs associated with protecting the property and must 
pay real estate taxes and insurance premiums related to the loan. In addition, we must 
advance principal and interest payments to the investor. However, upon the successful 
completion of a modification, and to the extent allowed by our servicing agreements, we 
reimburse ourselves for all the principal, interest, taxes, insurance, and property 
protection advances that we made during the delinquency and default of the loan and 
which remain outstanding. 

As a result, we aggressively pursue all reasonable modification opportunities. In so 
doing, however, we must evaluate the effect the modification will have on the cash flow 
to each investor, taken as a whole, and make decisions with that in mind. To do that, we 
compare the net present value (NPV) of the modification to the NPV of a foreclosure. If 
the value to the investor in the modification solution provides a better outcome than a 
foreclosure, we will proceed to restructure the loan terms. To this end, since November 
2007, AHMSI has completed over 135,000 long-term modifications or workouts, 
including nearly 19,000 reported HAMP trial modifications and approximately 8,400 
reported HAMP permanent modifications. We also have assisted close to 12,000 
borrowers with other foreclosure prevention alternatives, such as short sales and 
conveyances in lieu of foreclosure (DILs). 

Given our strong economic interest and commitment to placing borrowers in affordable 
and, thus, sustainable permanent modifications, we strongly agree with the objective of 
HAMP to provide relief to distressed borrowers. We also commend the ideals of the 
program as well as the efforts of the Treasury Department in dealing with a crisis of such 
magnitude. However, the program has suffered and continues to suffer from certain 
deficiencies, and we appreciate the opportunity to discuss those deficiencies with the 
Committee today. 

AHMSI’s efforts to extend HAMP participation or other loan modification 
programs to homeowners. 

Because of the economic challenges faced by many of our borrowers, AHMSI has made 
it a priority to affirmatively contact borrowers at the earliest sign of trouble and otherwise 
be as responsive as possible to their needs. Keeping the lines of communication open, 
whether homeowners are calling us or we are reaching out to them, is something we work 
hard to achieve. All loans in default or loans where default is reasonably foreseeable are 
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eligible for a loss mitigation workout if the borrower expresses a willingness to stay in 
his or her home and demonstrates an ability to afford a particular workout solution. Not 
every borrower can be provided assistance, but we carefully review each situation in 
hopes of being able to do so. One thing is clear though - borrowers must respond to our 
efforts to reach them and provide information for us to review, or we cannot assist them. 
In this regard, AHMSI routinely reviews all loans in default or in danger of defaulting for 
potential eligibility for a loss mitigation workout. We send solicitation letters and 
complete outbound calling campaigns designed to discuss opportunities with those who 
respond. We also provide information on our website to borrowers about all of our loss 
mitigation programs. First and foremost, we consider whether each borrower is eligible 
to be considered for a HAMP modification. If not, we then pursue other home retention 
and loss mitigation programs that are outside of the program. 

With respect to this population, as it existed month-to-month from the time we entered 
HAMP, we have made certain that we provide eligible borrowers with every opportunity 
to obtain relief under HAMP. Since July 22, 2009, when AHMSI was accepted by the 
Treasury Department as a HAMP participating servicer, we have solicited in writing over 
141,500 eligible borrowers who were delinquent in paying their mortgage loans by 50 
days or more, including 47,562 loans that already were in the foreclosure process. In 
addition, in an effort to educate borrowers as to the opportunity afforded by HAMP our 
customer care center has placed over 9.7 million follow-up telephone calls, which is 
approximately 9 calls per month per borrower. While we believe these efforts have been 
thorough, we nevertheless are in the process of re-soliciting every potentially eligible 
borrower by sending each of them two written notices and placing at least four telephone 
calls over a thirty day period, in conformance with the directions of the Treasury 
Department, as set forth in HAMP Supplemental Directive 10-02. 

We have a total loan population of 448,834 loans, all of which were originated prior to 
January 1, 2009, the latest date for potential coverage under HAMP. Of that number, as 
of June 10, 2010, we consider 65,826 to be susceptible to solicitation or re-solicitation. 
That figure is derived by considering the 130,934 loans we service as of that date that are 
60 days delinquent and subtracting those loans that fall into the categories of exclusions 
for which HAMP was not intended. Following is the breakdown of those exclusions: 

• Ineligible Loans (excessive unpaid principal balance, FHA or VA loan, or 
second lien): 4,624 

• Loans with Ineligible Property (non-owner occupied property, second home, 
or vacant, foreclosed, more than four units, failure of the NPV test, or already 
modified under HAMP): 32,462 

• Loans Already Considered for HAMP but Denied: 14,682 

• Loans Subject to Securitizations Prohibiting or Restricting Loan 
Modifications: 6,763 

• Loans in Active HAMP Trial Plans: 6,577 

Despite these significant outreach efforts to contact potentially eligible HAMP borrowers 
about receiving consideration for a loan modification or alternative work-out solution, we 
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would like to stress to the Committee that a significant percentage of borrowers simply 
do not respond to our attempts to contact them. To protect both taxpayers and investors, 
borrowers that do not respond to these efforts should to be removed from the universe of 
potential households that HAMP was designed or intended to assist. 

We have made major commitments to achieve success in our stated endeavor to assist 
borrowers in avoiding foreclosure. 

• We have carefully staffed our customer service and default areas so that our 
associates have manageable caseloads and can provide a high quality, responsive 
level of service to our borrowers. 

• We use expert third party vendors, whose associates are able to access our 
technology directly and who are provided the same training as our own 
associates. 

• With a focus on early intervention, AHMSI reaches out to each borrower facing 
an impending ARM reset up to 1 80 days in advance of the adjustment. We work 
with these borrowers to help them understand the potential payment increases at 
adjustment and evaluate opportunities for reduced payments, if needed. 

• Many of our loans were subject to investor restrictions or limitations on 
modifications that prevented interest rate or payment reduction modifications. 
We proactively worked with investors to eliminate the vast majority of these 
restrictions and continue to work hard to eliminate any remaining obstacles. 

• We have established a Homeownership Preservation Office with a separate toll- 
free number and a dedicated team of housing counselors who work directly with 
our borrowers. This department has been staffed with trained individuals who 
have expertise in loss mitigation negotiation or have designated resources within 
the loss mitigation area assigned to work with their cases. 

• We have trained all call center associates as to loss mitigation options and 
deployed technology solutions to simplify our processes and provide appropriate 
loan modification terms or other suitable home retention strategies. 

• We have made major investments in the development of improved proprietary 
information systems to enable AHMSl’s associates to more quickly and 
efficiently assess a borrower’s financial situation and offer appropriate loss 
mitigation alternatives. We are continually leveraging our proprietary default 
methods to enhance our rules engine and create new models for loss severity and 
mitigation workouts. 

• We have redesigned our home retention alternatives and technologies to make it 
much easier for each borrower to obtain information about his or her loan through 
direct discussions with loan counselors and our interactive voice response system. 

• We have built relationships with counseling agencies, with whom we engage to 
provide an objective viewpoint for borrowers on modification options. 

• As members of the HOPE NOW Alliance and the Homeownership Preservation 
Foundation, AHMSI conducts coordinated monthly mailings to at-risk borrowers 
advising them of the potential availability of workout options. 

• We participate extensively in outreach events and have played a part in 135 
events over the past 1 8 months. These events allowed us to provide face-to-face 
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counseling and education seminars to nearly 17,000 borrowers, thus assisting 
them in avoiding foreclosure. Among the groups whose events we have joined are 
HOPE NOW, the Neighborhood Assistance Corporation of America, the Credit 
Counseling Resource Center, Fannie Mae, the Department of Housing and Urban 
Development (HUD), the Federal Reserve, HOPE/HOPI, NeighborWorks, and 
local fair housing offices. 

• We are one of the first-phase participants in the HOPE NOW Alliance’s new web 
portal called the HOPE LoanPort™^ which allows HUD-approved housing 
counseling agencies the ability to submit completed HAMP applications for 
borrowers at risk of foreclosure. This one “port of entry,” once validated and 
fully implemented, should improve service levels. 

• We now are included in the top eight servicers for HAMP, which means 
heightened scrutiny and audits and dedicated access to Fannie Mae, as HAMP 
administrator, and Freddie Mac, as Making Home Affordable compliance auditor 
(MHA-C). 

• In addition to loan modifications, we continue to offer other borrower solutions 
both under our proprietary programs and the Home Affordable Foreclosure 
Alternatives Program (HAFA). These other solutions include retention options 
such as repayment plans and forbearance agreements. We also offer liquidation 
options such as allowing qualified short sales or accepting qualified DILs where 
home retention is not feasible, thus providing an alternative to an expensive and 
credit-damaging foreclosure. 

Furthermore, with regard to borrowers who are not eligible for, or fail to meet the 
requirements for, a HAMP modification, we will consider them for a proprietary non- 
HAMP modification. Our proprietary modifications are very similar to a HAMP 
modification. We follow a net-spendable income approach based on a review of the 
borrower's income and expenses and establish an "affordable payment" based on that 
review. There are two primary differences between our HAMP and non-HAMP 
processes. First, our income support documentation criteria are not as stringent under our 
proprietary program as they are under HAMP. We believe that our documentation 
requirements under our proprietary program, however, are sufficient to provide assurance 
that the borrower's representations are accurate. Second, we use our own NPV model 
when analyzing a non-HAMP modification. While our model is similar to the Fannie 
Mae NPV model we use for HAMP loans, there are subtle differences that may lead to 
additional loan modification options for borrowers. 

Factors affecting the rate at which AHMSI borrowers are offered assistance 
through HAMP or other foreclosure prevention strategies. 

The industry has made significant progress in the implementation of HAMP. However, 
several barriers to a more effective industry and government response remain: 

• The verification documents that borrowers are required to provide under the 
program are overly burdensome and, in some instances, complicated or 
unnecessary. As a result, we have been required to decline offering HAMP to 
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otherwise eligible borrowers who either did not have the required documents or 
were unable to provide them timely or in suitable fonn. 

• Many borrowers simply fail to return the required verification documents, 
because (i) they did not have them, (ii) they believe that they are not eligible for 
the program, (iii) they cannot afford the amount of the proposed modified 
monthly payment due to other nonmortgage obligations, or (iv) they do not wish 
to keep the home, even with an affordable modification offer. 

• Many borrowers delay in responding to our solicitations, often waiting until the 
loan has gone to foreclosure or mediation. 

• Borrowers have been confused by program changes or enhancements that are 
announced to the public before they are ready to be implemented or before all the 
operational requirements have been resolved. As a consequence, borrowers 
develop false expectations as to the assistance being offered under HAMP and 
become discouraged when fully apprised of the actual date a particular change or 
enhancement becomes effective. 

• The manner and frequency of program changes have overtaxed servicers’ 
technology systems and change management processes. Many of these changes 
were announced with little or no time for implementation before they became 
effective, and others were annoimced as being only temporary in nature. Given 
the complexity of HAMP, even minor changes can lead to major process changes, 
which, in turn, take time to implement. As a result, to ensure compliance with the 
requirements of the program, we often have been forced to employ manual 
processes that inevitably lead to delays in our responses to borrowers. 

• The process has been greatly slowed by borrowers who are ineligible for HAMP 
yet still request assistance. As a result, our loss mitigation departments are 
inundated with HAMP requests that we have no choice but to decline. Borrowers 
who do not occupy the properties as their primary residences represent a large 
number of these borrowers. A more troubling group is composed of so-called 
"strategic defaulters” - borrowers who are not experiencing a hardship but 
nevertheless stop paying on their mortgages to seek assistance under HAMP. Still 
others obtain temporary HAMP modifications in order to delay foreclosure but 
then never make payments under their new agreements. These behaviors have 
been encouraged by the national attention they have received. 

• We were not permitted to consider many borrowers for HAMP until we were able 
to eliminate investor restrictions or limitations on modifications that prevented 
interest rate or payment reduction modifications. As noted previously, most of 
these restrictions have been addressed. 

• Until recently, we lacked guidance as to how to provide assistance to borrowers 
with Option ARMs or interest-only mortgages. Because a borrower under an 
Option ARM may pay a monthly payment that is insufficient to fully amortize the 
loan, the borrower’s current DTI ratio typically is less than or equal to 31%, thus 
making the borrower ineligible for HAMP. While Option ARM guidance has 
recently been provided by the Treasury Department, AHMSI initially was unable 
to assist many borrowers with these loans. 

• With national unemployment hovering at nearly ten percent (and much higher in 
more severely distressed regions), many borrowers simply do not have sufficient 
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income to qualify for a loan modification. Although the Home Affordable 
Unemployment Program (HAUP) will go into effect on August 1, 2010, the 
program, as it currently is written, will not offer meaningful relief to many 
unemployed borrowers, who constitute the largest portion of borrowers in default. 
While it will provide welcome relief to a limited number of borrowers, HAUP 
still is only a temporary solution. Full relief cannot be provided until more 
borrowers obtain new employment. 

Factors affecting the rate at which HAMP trial mortgage modifications granted by 
AHMSI are converted into permanent modifications. 

Although now required under HAMP, AHMSI was one of the few servicers in the 
country that early on used an up-front verification process with regard to the vast 
majority of its loans. As a result, we were able to avoid many of the problems suffered 
by servicers who implemented the stated income approach to loan modifications. 
However, for the reasons that follow, even with the up-front verification approach, 
AHSMI has experienced significant issues in converting trial period plans to HAMP 
permanent modifications. We believe that some of these factors demonstrate deficiencies 
in the design of HAMP, while others simply demonstrate the inability or failure of 
borrowers to make payments or follow relatively easy instructions to save their homes. 

• Many borrowers failed to make the second and third trial period payments by the 
end of the trial period itself, as was originally allowed. As a result, not only did 
these trial period plans fail to convert to HAMP permanent modifications, but 
these borrowers are now permanently ineligible for HAMP. Furthermore, as of 
June 1, 2010, borrowers are required to make each trial period payment by the end 
of the month in which it is due. This more stringent payment requirement likely 
vnll result in an increase in the number of permanently ineligible borrowers. 

• Likewise, despite the efforts of AHMSI to collect the required documents — 
including going to borrowers’ homes to do so — borrowers failed to return 
executed modification agreements in a timely fashion. As mentioned, some 
borrowers recognized their inability to make the modification payments over a 
prolonged period. Others were impacted by catastrophic events suffered during 
the trial period that served to worsen the hardship already being experienced. 

• Deficiencies in and complexities of the HAMP reporting system, the IR2, have 
made it difficult to report as permanent many modifications that AHMSI 
considers to be final. Instead, we are required to devote an inordinate amount of 
manpower to work exceptions so as to make the loans reportable. This is 
manpower that would be better devoted to providing customer service and 
improving HAMP processes. In addition, IR2 reporting is continually being 
updated and changed. As a result, servicers have difficulty in meeting the 
changed IR2 official modification reporting requirements because they differ 
from those in effect at the time the trial period plans were reported. This has a 
direct impact on AHMSI in that we must withhold reporting the final modification 
until we are able to clear the exception or receive clarification or a variance from 
Fannie Mae or the Treasury Department. 
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In addition to the thousands of man-hours devoted to the IR2 reporting, we also 
are required to submit several regular weekly, monthly, and quarterly information 
reports to Fannie Mae, as HAMP administrator, and monthly loan file 
submissions to MHA-C. We believe the same information necessary for the 
Treasury Department to conduct oversight and reviews can be just as readily 
captured in regular quarterly reports. 

• Regardless of the good intentions of HAMP, the fact remains that the program can 
only solve for borrowers’ mortgage affordability problems. It does not address 
the problem of borrowers that are excessively leveraged with non-mortgage debt. 
In deciding whether to offer a HAMP solution to a borrower, we are not permitted 
to consider that other debt. As a result, even if we are able to assist an 
overextended borrower by reducing the monthly mortgage payments in 
accordance with HAMP, the likelihood that this borrower will successfully make 
payments under the modification remains unlikely. 

Reasons for which borrowers are denied mortgage modifications or otherwise fail to 
receive assistance from AHMSI in avoiding foreclosure. 

The predominant reasons borrowers are not offered a HAMP modification are: 

• the property is not owner-occupied or not occupied as the borrower’s primary 
residence; 

• applicable securitization servicing documents restrict or prohibit modifications; 

• the borrower failed to provide a complete verification document package; 

• the mortgage is not secured by a first lien; 

• the unpaid principal balance is excessive; 

• the borrower’s current DTI was less than or equal to 3 1 %; and 

• the borrower's income is insufficient to support the proposed modified monthly 
payment (this could be due to underemployment or unemployment). 

AHMSI’s processes that have been put in place for borrowers to file HAMP 
complaints or appeal HAMP denials. 

We do not have a separate complaint process for HAMP complaints. However, because 
all of our acquired servicing assets have been distressed portfolios, we have always 
maintained a robust complaint process dedicated to handling all borrower complaints, 
which obviously would include borrower complaints about the HAMP modification 
process. Our complaint tracking and resolution process includes senior management 
oversight, trend and root cause analysis and reporting, and process improvement to avoid 
recurrences. Our associates that handle complaints, whether customer-facing or in our 
escalated complaint units, have been trained to recognize issues related to HAMP and to 
respond appropriately to our borrowers. 

In addition and specifically related to HAMP, if AHMSI determines that a trial period plan or 
HAMP permanent modification will not be offered to the borrower, within ten business days 
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of that determination we will provide written notification of that decision to the borrower. In 
the notice, we will inform the borrower that he or she has thirty calendar days to call or write 
us to discuss the reason or reasons for the determination or to discuss alternative loss 
mitigation options that may be available. During that period or any longer period needed 
for us to review the borrower’s response, no foreclosure sale will be conducted. Based 
upon any new information provided by the borrower, we will re-evaluate the loan for a 
HAMP modification and provide the borrower with the appropriate response. 

However, as required under HAMP, this appeal process is not available to the borrower if 
the HAMP offer was not made for one of the following reasons; an ineligible mortgage, 
an ineligible property, the HAMP offer was not accepted by the borrower or the borrower 
withdrew the request for consideration under HAMP, or the loan was previously 
modified under HAMP. 

In any event, under our second look program any loan that is denied during the HAMP 
evaluation process is reviewed by an independent team to confirm that the borrower, 
property, or both did not meet all of the requirements under HAMP. After it is confirmed 
that the HAMP modification is not an option for the borrower for that evaluation period, 
the borrower is reviewed for AHMSI's proprietary, non-HAMP loan modification 
program. If the borrower is unable to be placed into a non-HAMP loan modification, the 
borrower will be considered for a HAFA foreclosure alternative if he or she meets the 
basic requirements under that program. If at any time during this process the borrower 
provides new information that re-establishes his or her eligibility for HAMP, that 
borrower will be re-evaluated for a HAMP modification. 

Policies and procedures designed to avoid racial, ethnic, age, or gender disparities in 
the foreclosure rate or the overall operation of HAMP. 

To avoid racial, ethnic, age, and gender disparities, AHMSI has a strict policy of 
nondiscrimination under which no associate or representative of AHMSI may 
discriminate against any person on the basis of race, color, sex, religion, national origin 
or ancestry, age, marital status, familial status, handicap, or the customer's exercise of 
any right under the Consumer Credit Protection Act (any such category of borrower is 
referred to as a protected class.) 

Pursuant to AHMSI’s servicing practices, these prohibited factors may not be considered 
by any associate or representative in association with the treatment of any borrower or 
with respect to any servicing activity or function, including without limitation 
communication with the borrowers, collection of payments, offering of default remedies 
and loss mitigation options, or application of standards used to evaluate collateral. 
Furthermore, with respect to loss mitigation options, programs, and services, company 
associates and representatives, on the basis of prohibited factors, must not fail to provide 
or provide different information, selectively discourage or encourage customer inquiries, 
refuse to extend or use different standards in determining whether to extend relief, or 
vary terms offered. 
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Associates or representatives of AHMSI are cautioned to exercise care to ensure 
nondiscriminatory treatment in cases where it is unclear as to whether customers are 
well-qualified or unqualified for loss mitigation options. In these close-call cases, the 
approval decision may be associated with the level of assistance provided, decisioning 
discretion, or both. We also require that equal attention, information, encouragement, 
assistance, and efforts to identify compensating factors be given to all customers. In 
addition, we conduct a second review program for borrowers that constitute any protected 
class. 

As a HAMP participating servicer, in the ordinary course of servicing, we simply apply 
neutral, and, in some cases objective, policies promulgated by the Treasury Department, 
and any differences in application generally are the result of prohibitions or limitations in 
HAMP itself or in our third party servicing agreements with which we are required to 
comply and not because of any prohibited factor. 

We provide training with respect to Fair Lending issues related to loan servicing, 
including loss mitigation and HAMP modifications. We are starting to test the data we 
have collected under HAMP; however, a continuing problem is that borrowers do not 
always voluntarily provide this information and, because we did not originate the loans, 
we do not have this information in a large number of cases. 

It should be noted that while AHMSI strictly prohibits any act of discrimination against a 
person in a protected class, including race, ethnicity, age, or gender, AHMSI requests and 
reports only that information required by HAMP pertaining to the race, sex, and ethnicity 
of any borrower or co-borrower who seeks a modification under HAMP. 

Problems AHMSI has experienced in complying with agreements to participate in 
HAMP. 

Along with other servicers, AHMSI has struggled with the continually changing guidance 
issued by the Treasury Department through its program administrator, Fannie Mae. Since 
the Administration first announced the program in March 2009, Fannie Mae has issued 
fifteen supplemental directives, two revised supplemental directives, eleven waivers and 
amended waivers, answers to 175 frequently asked questions (FAQs), and countless 
announcements, updates, and revised FAQs. Often the guidance has been unclear, 
inconsistent, and conflicting. In addition, the Treasury Department has not always been 
quick to respond to questions and concerns raised by these ambiguities. Finally, given 
the complexity of HAMP, the responses themselves have not always been consistent. 

This results in delays in our implementation of various aspects of the program as we 
struggle to obtain guidance. However, it should be noted that this problem has been 
greatly ameliorated by our close association and dealings with both the AHMSI- 
dedicated Farmie Mae HAMP Integration Team and the MHA-C Team that audits 
AHMSI’s HAMP policies and procedures. 
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Even though, as indicated, AHMSI implemented a process that required the borrower to 
provide all verification information before a HAMP trial period plan is offered, we 
nevertheless experienced difficulty in obtaining the required documents from borrowers. 
This difficulty was exacerbated by the continual change in guidance provided by the 
Treasury Department, as the Department struggled to achieve a balance between stricter, 
more cautious, and, thus, more time consuming underwriting standards common to the 
origination of mortgage loans and those less robust but speedier standards that are more 
suitable to the underwriting of modification of existing loans. 

Finally, we have struggled with the fact that the Treasury Department’s HAMP guidance 
for loans that are not held or guaranteed by Fannie Mae or Freddie Mac (Non-GSE 
Loans) differs from HAMP guidance issued by Fannie Mae and Freddie Mac for the 
loans they respectively hold or guarantee (GSE Loans). Consistency among the 
programs would be extremely beneficial. There is a similar inconsistency between Non- 
GSE and GSE Loans with regard to when a loan should be moved to foreclosure. Once 
again, consistency among the programs is crucial. 

Actions taken by the Treasury Department or its agents, specific to AHMSI, to 
enforce compliance with HAMP's policies, along with any corresponding remedial 
actions that AHMSI has implemented in response. 

Since becoming a participating servicer on July 22, 2009, AHMSI has been the subject of 
two separate reviews conducted by MHA-C. While MHA-C made several observations 
regarding our implementation of HAMP, none were considered major and no 
enforcement action resulted. 

Additional challenges related to the overall success of HAMP. 

Fitch Rating indicates that within twelve months, 55 to 65 percent of the prime loans 
modified under HAMP will likely re-default. For modifications on subprime and Alt-A 
loans, the projection is even higher - 65 to 75 percent. We believe that a major reason 
for this is an adherence to underwriting HAMP borrowers using a DTI ratio of 31%. 
However, one of the major contributors to the housing crisis was the fact that most 
subprime mortgage borrowers were also excessively leveraged with home equity lines of 
credit and non-mortgage debt, such as credit cards and large auto loans. Because HAMP 
does not consider all of the borrower’s monthly obligations, a borrower making a 
mortgage payment that results in a 31% DTI ratio may have insufficient cash flow to 
meet those other obligations. 

As stated above, we use a net-spendable income approach to underwrite our borrowers. 
While we adhere to the maximum 31% DTI ratio in determining the borrower’s post- 
modification payment, we do not rely upon it as a sole means of underwriting the 
borrower. Instead, we will consider a lower payment to achieve an affordable, 
sustainable payment, provided that payment results in a positive NPV result. We believe 
our approach is better, because we consider a borrower’s entire financial situation to 
make decisions regarding a loan restructuring. When coupled with the hardship 
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information we obtain, we believe we can render a decision to establish an "affordable 
payment" for the borrower that will be sustainable over time and provide a cash flow 
yield to the investor that is better than the foreclosure alternative. Often, this might 
include setting a modified monthly payment at an amount that would be less than the 
31% DTI ratio specified in HAMP. For a borrower in that situation, so long as the NPV 
is still positive from an investor perspective, we move forward with the restructure of the 
loan because the modification is more likely to result in a sustainable, affordable 
modification than one structured at the HAMP-designated 31% DTI ratio, where the 
borrower may have insufficient cash flow to support that payment. 

In addition, the required 31% DTI ratio excludes borrowers who might otherwise be 
eligible for HAMP. Many borrowers are able to afford a payment that results in a DTI 
ratio higher than 31%, but that is lower than what they are currently paying. This higher 
monthly payment would be sufficient to yield a NPV result more favorable than 
foreclosure. Unfortunately, because HAMP requires that the monthly payment be 
reduced to the 31% DTI ratio, these borrowers are being denied imder HAMP because 
the modified terms fail the NPV test. The failure to allow servicers to offer 
modifications on such terms will result in the foreclosure of deserving homeowners. 

The recent change in HAMP to move to underwriting the borrower up-ffont before 
offering the trial period plan is a positive step and one that we advocated since the 
beginning of the program. However, while this should cut down on defaults and non- 
compliance with documentation requests, we continue to believe there are too many 
onerous and unnecessary documents required for the imderwriting process. Along these 
lines, processing and underwriting times would decrease dramatically if wage earners 
were not required to provide either IRS Form 4506-T or 4506T-EZ. Borrowers are either 
confused by the forms or distrustful of their intended purpose. Instead, servicers 
should be allowed to rely upon their proven underwriting requirements, so long as they 
have a good track record of lower-than-average re-default rates. We have assisted tens of 
thousands of borrowers with our own proprietary modification programs, which require 
verification documentation more suitable to the underwriting of a modification. Even 
with these streamlined standards, from April 2008 to May 2010, AHMSFs re-default rate 
over 6 months and over 12 months of 21.3 percent and 42.9 percent, respectively, is less 
than the industry averages of 42.4 percent and 58.4 percent, respectively, reported by 
OCC/OTS from the first quarter of 2008 to the last quarter of 2009. 

Another aspect of the program that is problematic is the communication to the overall 
public. We believe that the communication actually encourages "strategic defaulters" 
because it implies that a borrower can obtain a modification with a principal reduction, so 
long as the borrower is delinquent Not enough emphasis is put on the fact that the 
borrower must prove a valid hardship. We have seen a sharp increase in “strategic 
defaulters” over the last several months. We believe this to be, in part, in response to the 
Administration's release of information about the new principal forgiveness program. 
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Although we have not as yet implemented HAUP, we do not believe that it goes far 
enough to assist unemployed borrowers. We believe additional discussions and program 
enhancements are needed in order to adequately address this significant population. 

In addition, the Treasury Department does not give due consideration to the number of 
non-HAMP modifications being completed by servicers. While HAMP may provide a 
catalyst for an increase in the number of modifications nationwide, the current structure 
of the program necessarily excludes a significant percentage of borrowers. The Treasury 
Department should recognize the sizeable efforts of servicers and provide them with the 
tools and encouragement to do more to assist borrowers outside of HAMP. 

Finally, due to ambiguities in the program, borrowers have been able to delay 
foreclosures by “gaming the system.” Because a borrower does not become permanently 
ineligible for failing to provide all verification documents in a timely fashion, if a trial 
plan is not offered for that reason, the borrower nevertheless is not prohibited from 
requesting reconsideration for HAMP at a later date. In the past, borrowers were able to 
take advantage of that by once again submitting an incomplete package, thus re-starting 
the cycle. Although changes to HAMP that became effective on June 1, 2010, will help 
to eliminate some of this gaming, the program still does not penalize borrowers who fail 
to fully cooperate with servicers in this regard. 

Conclusion 

American Home Mortgage Servicing, Inc., is firmly committed to HAMP and to 
compliance with its goals and standards. We recognize that a cash flowing mortgage 
loan benefits borrowers, investors, servicers, and society in general. We are anxious to 
see the program succeed and look forward to working with the Treasury Department and 
Congress to implement the needed improvements that will enhance its effectiveness for 
struggling borrowers and ensure that the taxpayers’ investment in HAMP is rewarded 
with a stabilized housing market. 


14 



51 


Chairman TOWNS. Thank you very much. 
Mr. Heid. 


STATEMENT OF MICHAEL J. HEID 

Mr. Heid. Chairman Towns, Ranking Member Issa, and mem- 
bers of the committee, I am Mike Heid, co-president of Wells Fargo 
Home Mortgage. Thank you for the opportunity to share the results 
Wells Fargo has achieved in assisting homeowners across America. 

Because of the product choices we have made, our disciplined un- 
derwriting and the manner in which we approach foreclosure pre- 
vention, our delinquency and foreclosure rates in the first quarter 
of 2010 were three-fourths of the industry average, and on an an- 
nual basis, less than 2 percent of our owner occupied servicing 
portfolio has gone to foreclosure sale. 

To begin with, just a few examples of the actions we have under- 
taken to achieve these results. Since January 2009 through May 
2010, we have helped more than 2.2 million homeowners with new 
low rate loans either to purchase a home or refinance their existing 
mortgage. We have assisted about half a million loan customers 
with trial or completed modifications, about one-fifth of which are 
through the HAMP program. 

We have assisted more than 100,000 unemployed customers with 
short-term modifications. Starting in January 2009, several months 
before the creation of HAMP, we led the industry by permanently 
forgiving more than $3 billion in principal for more than 55,000 
customers, which amounts to more than $50,000 per loan. We have 
begun offering home payment relief to customers affected by the oil 
spill in the Gulf Coast. 

With respect to our loan modification efforts, while very difficult 
to achieve, we believe we must continue to balance the needs and 
interests of homeowners in financial distress with those who have 
remained diligent in making their mortgage payments. While much 
focus deservedly is directed to those consumers behind on their 
payments, we cannot lose sight of the fact that about 92 percent 
of Wells Fargo’s mortgage customers are current in their home pay- 
ments as of the first quarter of 2010. 

HAMP is a good option for people who meet certain criteria, but 
it is only parts of the home retention story. By the Treasury De- 
partment’s own April 2010 estimates for Wells Fargo, only 3 of 
every 10 customers 60 or more days past due on their home pay- 
ments are potential candidates for HAMP. As a result, servicers 
and investors have additional programs for the vast number of cus- 
tomers who are not eligible or likely will not qualify for HAMP. 
Taking all of these programs into account, about two-thirds of 
Wells Fargo’s customers more than 60 days behind on their home 
payments are provided an option to prevent foreclosure. 

Finally, with the benefit of hindsight, it is clear the industry was 
not prepared for the significant number of customers that would 
face financial hardships as the economy continued to become more 
challenging. 

Wells Fargo is not always consistent in providing the level of 
service we expect to deliver to our customers, but over the past 
year we have committed tremendous resources and believe we have 
come a long way in providing and improving our service. For exam- 
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pie, we have hired more than 10,000 people, for a total of 17,800 
U.S.-based home preservation jobs. 

By the end of this month, we will complete the process of assign- 
ing one person to manage one loan modification from beginning to 
end. In other words, our customers will know exactly who they are 
working with from start to finish. 

We continue our work with other industry participants to accel- 
erate the credit decision process setting a 5-day decision target 
once all documents are in hand as compared to the HAMP stand- 
ard of 30 days. We have invested in improvements in workflow sys- 
tems and document imaging. We have participated in more than 
300 home preservation events, including 10 large scale events sole- 
ly for our customers, and established 27 home preservation centers 
in six States where we have concentrations of at-risk customers. 

We now give Wells Fargo home mortgage loan customers a short 
sale decision in 5 to 15 days and we continue to have a dedicated 
phone line for your staff to use in the event one of your constitu- 
ents, our customer, has an issue that needs resolution. 

In conclusion. Wells Fargo will continue to lead the industry in 
further improving methods and programs to assist homeowners. 
We believe very strongly and feel very deeply about our responsibil- 
ity to help homeowners in a balanced and fair way, and we believe 
our actions demonstrate our commitment to achieving this goal. 

Thank you for your time today. 

[The prepared statement of Mr. Heid follows:] 
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Chairman Towns, Ranking Member Issa and Members of the Committee, I’m Mike Heid, co-president 
of Weils Fargo Home Mortgage. 

By way of background. Wells Fargo is the nation's largest mortgage lender, originating one of every five 
home loans in the country. We are the second largest home loan servicer, managing the customer 
service relationships for one of every six mortgage loans in America, About 86 percent of the home 
loans in our servicing portfolio are serviced for other investors such as Fannie Mae, Freddie Mac, 

Ginnie Mae or private securities. The remaining 14 percent are loans Wells Fargo owns. 

Wells Fargo has long practiced responsible lending and servicing principles, including never having 
originated negative amortizing or Option ARM loans. Because of the product choices we have made, 
our disciplined underwriting, and the manner in which we approach foreclosure prevention, our 
delinquency and foreclosure rates in the first quarter of 2010 were three-fourths the industry average. 
About 92 percent of our first- and second-mortgage customers were current in their payments as of 
the first quarter of 2010 and less than 2 percent of our owner-occupied servicing portfolio has gone to 
foreclosure sale on an annual basis. 

We appreciate the opportunity to share with you the action and the results Wells Fargo has achieved in 
assisting homeowners across America. For example since the beginning of 2009 through May of 2010: 

» We have helped more than 2.2 million homeowners with new low-rate loans, either to purchase 
a home or refinance their existing mortgage. 

• We have assisted about a half million loan customers facing financial hardships through a trial or 
completed loan modification; 17 percent of which were under the federal government's Home 
Affordable Modification Program (HAMP). 

• We have assisted more than 100,000 unemployed customers with short-term modifications - 
well before the new government modification unemployment program was introduced. 

• We have led the industry with more than $3 billion in principal forgiveness for customers facing 
financial hardship, permanently erasing on average 14 percent of the principal owed, amounting 
to more than $50,000 per loan for more than 55,000 customers. In addition, through loan 
modifications for investor-owned and Wells-owned loans, we have deferred more than $600 
million of principal for more than 8,700 customers. 

® As a result of these actions, for about two-thirds of the customers who fall more than 60 days 
behind in their payments, we provide an option that prevents foreclosure. 

Wells Fargo will continue to strive to lead the industry in further improving methods and programs to 
assist homeowners. The challenges facing many American homeowners are very real. While some 
simply cannot afford their homes and will have to find alternative, less-costiy housing, many more are 
obtaining the help they need to sustain homeownership. 

With respect to our loan modification efforts, I'd like to begin by stating what we believe is an 
overarching issue that requires constant consideration. While very difficult to achieve, the needs and 
interests of homeowners in financial distress must be balanced with those who have remained diligent 
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in making their mortgage payments. While much focus deservedly is directed to those consumers 
behind on their payments, we cannot lose sight of the fact I cited earlier: about 92 percent of Wells 
Fargo's first- and second-mortgage customers were current in their payments asof first quarter 2010. 

With that perspective in mind, our focus from the beginning has been on doing everything reasonably 
possible to prevent foreclosure for people facing financial hardships who are willing to manage their 
overall debt and who can afford to be in their homes once their home payments are reduced. 

Modifications for First- and Second-Lien Loans 

With respect to the federal government's Home Affordable Modification Programs, Wells Fargo was 
one of the first to sign up for both the first-lien and second-lien programs. Since the program's 
inception, we have worked closely with the.Treasury Department to appropriately impiement this 
modification option in a manner that has enabled us to remain fully compliant - often exceeding 
expectations - and without need of any corrective action. 

HAMP is a good option for people who meet certafri criteria, but it is not the only option. Servicers 
have additional programs that address the vast number of customers in need who are not eligible for, 
or who likely will not qualify for, the federal government's programs. By the Treasury Department's 
own April 2010 estimates for Weils. Fargo, only three of every ten customers who are 60 or more days 
in default are potential candidates for FIAMP. 

For at-risk customers who are not covered by HAMP, we have continued to work with investors to 
create other loan modification options that also focus on providing payment relief. For example, our 
non-HAMP modifications cover customers with FHA and VA loans, those who cannot meet the 31 
percent debt-to-income ratio, and customers who have provided some but not all of the required 
HAMP documents yet demonstrate an ability and willingness to remain current on their new mortgage 
amounts. 

As a standing practice, before we move a home to foreclosure sale, we ensure all options have been 
exhausted. Further, special consideration is routinely exercised in the event of natural disasters, such 
as we are providing for Gulf Coast residents affected by the oil spill. 

While HAMP is the fir.st tool that we consider for loan modifications, we have been very successful in 
identifying alternatives that address the customers' particular financial needs, through otherf 
modification programs or through a short sale or deed-in-lieu of foreclosure. Since the beginning of 
2009, we have initiated or completed about a half million mortgage modifications - of which four out 
of five were done outside of HAMP. For the non-HAMP modifications we completed from June 2009 
through May 2010, about 83 percent reduced customers' monthly payments by an average of about 20 
percent. For the remainder, either the customer did not need a payment reduction to achieve 
affordability or a reduction was not possible under the terms of the specific servicing agreenlent, 

Keeping all of this in mind, we believe HAMP has been a helpful program. Whilethe number of 
borrowers helped by HAMP has not met the government's initial projections, the program has 
facilitated the industry's ability to deliver more streamlined solutions than ever before through both 
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HAMP, and the programs created by servicers and investors. Also as a result of HAMP, large investors 
-such as Fannie Mae and Freddie Mac — now make it possible for broad guidelines to be followed, 
instead of requiring servicers to call for authorization on every individual modification. This has had a 
significant, positive impact on our ability to streamline the process and provide customers with options 
much faster than we previously were able to do. 

Like any program of this scale and complexity, HAMP also has experienced some challenges. For 
example, to drive to a goal of 500,000 trial starts by November 2009, the Treasury Department 
encouraged servicers in July 2009 to place customers into HAMP trial modifications before all the 
necessary documentation was received - a practice that Wells Fargo had not previously supported 
because we were concerned about the potential outcomes. On January 28, 2010, the Treasury 
Department reversed its request based on findings that customers' stated Information often did not 
match what was in the final documentation. As a result, some customers were left with the 
expectation that they would get a federal government Home Affordable Modification when they 
ultimately would not qualify. Lack of documentation, ineligibility under HAMP requirements, and 
failure to make all the trial payments are the primary reasons thattria! modifications are not converted 
to permanent modifications. 


Since the introduction of HAMP, many changes have been made to the program. This has contributed 
to a level of complexity that has been difficult for customers to understand and for servicers to 
communicate and execute. This partial list describes the more significant changes that have been made 
over the past 16 months. 


Making Home Affordable Time^ne 

Feb 18, 2009 President Obama announced HAMP {details not provided) 

Maf‘4,20C©- Tr-es?utyt>ept.outf!t^son')eHAMPdetaite{aildetaffeftotprovtdedl ^ s - 

Mar 4, 2009 Fannie Mae released HAMP guidelines 
^Vlarll,200^^ Freddie Mac released HAMPguioeimes 

Mar 26, 2009 Weils Fargo received Servicer Participation Agreement for l” Hen HAMP 

Apr 6, 2009 '‘treaStiry Dept released rwfi'GSCguidetines ' ' 

Apr 13, 2009 Weils Fargo signed Servicer Participation Agreement for 1** lien HAMP 
Apr 21, 2009 Fannie Mae mvtefed Its HAMPguideifnes 

Ju! 6, 2009 Treasury Dept, refined non-GSE guidelines including detailed trial plan 

Jul30, 2009 Treasury OebT HAMP guidelines for FJlA-lnsured^toans 

Jul 31, 2009 Treasury Dept refined non-GSE guidelines including home price depreciation incentives 

Aug 19, 2009 tre^uryOept updated HAMP gufddlnesJFAQS) 

Oct 8, 2009 Treasury Dept, issued supplemental directive 09-07, streamlined modification evaluations 

Nov 3, 2009 'T'-easury Doot issued suopfemerita! directive 09-08. directed specific noticr-. to aorioA'€ rs 

Nov 30, 2009 Treasury Dept, issued supplemental directive 09-09, outlined Home Affordable Foreclosure Alternatives 
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ficrisury Ti T ssufc'GsuppieqientaldiFeetfve lO-Ol^revfersedoeti^io^ Lo ftl c'\,^ no-c": I’A^ V It, ,, 

Weils Fargo received amended and restated Servicer Participation Agreement for 2’"“ lien HAiVtP 
We ‘ en^c! Se'v'ceS'Pariicipan'ptv^reenieHtfor.J"'' lien Hnrvii'’ 

Treasury Dept issued supplemedta! directive 10-02,' provided more direction on borrower outreach 
'eesj , !>j ainouncpdunetnpfaymenrprogramandpiinc'pat if d.cti-" CO w.)'- u Cft ' -o 

Treasury Dept issuedsuppiementaldirective 10-03, provided guidance for HAMPfor FFiA ioans 

ty Depl issued supptemeniai dirt-ctive. 10-04,. created Unempioyniont forbeotmce nrcgiam 
Treasury Dept, issued suppiemental directive 10-05, provided guidance on principal reduction 
modifications 

Principal Forgiveness for Certain Portfolio Assets 

With respect to the use of principal forgiveness In modifications, we were one of the first to begin 
using this feature as an element of our Wells Fargo loan modification program for certain portfolio 
assets in January 2.009, several months before the creation of HAMP. Over the last 17 month.s, we 
completed more than 55,000 such modifications with a total reduction in principal of more than $3 
billion, which granted immediate and peririanent forgiveness of principal for struggling homeowners, 
not an "earn out" over time. On average, customers received a 14 percent reduction in principal 
amounting to more than $50,000 per loan and, when combined with rate reductions and term 
extensions, their average monthly payments dropped by 25 percent under the terms of their loan 
modification agreements. 

We do not believe that principal forgiveness is an across-the-board solution. Not every homeowner 
with a loan balance that exceeds the value of their horne falls behind on their payments. We believe 
that payment affordability continues to be the key. Most homeowners in America are stiii very focused 
on doing what is necessary to stay current on their payment obiigations and, in so doing, protecting 
their credit standing. For this reason, principal forgiveness needs to be used in a very careful manner 
and analyzed on a case-by-case basis. 

Through experience, we have found that principal forgiveness is best used to assist customers who 
share certain distinct characteristics. Typically, their homes are owner-occupied and conceritrated in, 
geographic areas with severe price declines where there is a reduced prospectforfull recovery of 
home values in the near future. They have suffered financial hardships, but continue to have sufficient, 
verifiable incomes to sustain homeownership with appropriately reduced payments, and they want to 
remain in their homes. 


Mar 12, 2010 

■HililiSlp 

Mar 24, 2010 

(liSiiil 

Mar 26, 2010 
May 11 2010 
June 3, 2010 


Face-to-Face Customer Outreach 

You iikely have heard much about the challenges that the industry has faced In engaging customers in 
discussing workout options and providing what is needed to complete them. Based on our experience, 
we have been successful in encouraging 80 percent of our customers who are 60 days or more 
delinquent to work with us. When customers do work with us, we are successful in helping 7 of every 
10 avoid foreciosure. Unfortunately, for those who choose to manage the challenges oh their own. 
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only 4 of every 10 avoid foreclosure. 


Aggressive initiatives are required to engage customers including letters, phone calls and, in some 
cases, door-to-door offers of assistance to help them with their documents. Overall, we believe that 
we have far exceeded what the Treasury Department has defined as best practices, in this regard. For 
instance, on average we call HAMP-eligible customers at a frequency five times what is required 
through the program. 


Further, recognizing that persona! contact can help some customers manage the sometimes complex 
modification proces.s, in 2009 we introduced additional means to provide face-to-face assistance. 
Throughout last year and this year. Wells Fargo participated in more than 300 home preservation 
events including ten large-scale events hosted by our company solely for our customers. At the Wells 
Fargo hosted events, we provide a confidential setting for customers to discuss their credit issues with 
us and, if the customer so chooses, also with local counseling agencies. Generally speaking, about half 
of the more than 12,000 customers we have worked with at these events have received a decision on 
the spot or shortly thereafter. The events Wells Fargo has hosted and plans to host are listed below. 


Event 

Dates 

Custonu'iN 

invited 

^ Customers 
Attending 

Phoenix, AZ 

09,/08-10/09 

7,574 

1,947 

At’c’nta GA 

10/2$ ag/oS" ■ - 

12,698 


Chicago, IL 

12/01-03/09 

16,354 

■ 1,006 

SaltimoTS^ MD 

01 '11-13/10 

9 648 

^ 

St Paul, MN 

02/17-18/10 

4,328 

591 

Los Angeles, <IA i 

OS/21’23/10 

16,473^ 

l,-$34 

Oakland, CA 

04/27-29/10 

14,144 

1,749 

^ -PL 

05/21-23/10 ’ 


X 1,569 

Minneapolis, MN 

06/05-06/10 

3,731 

■ 274 

1'. CtevGlandfi ©H ' ' - • 

06/17-18/10 

6,955 

161 

Las Vegas, NV 

07/09-11/10 

5,241 

TBD 

MeYnphls^TN 

08/07-08/10 

rfiD 

TBD 


Also in 2009, we established 27 Home Preservation Centers (see below) - in Arizona, California, Florida, 
Georgia, Nevada and Ohio where we have concentrations of at-risk customers - to work face-to-face 
with customers on viable home payment options. To date, we have helped more than 20,000 people 
through these centers. 
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'"iii'i- 1! Homi: l-rsseniation Crnti 1 La< jt on>. 


Arizona 

California 

Florida 

GecigH 

Nevada 

Ohio 

Peoria 

Phoenix 

Antioch 

Bakersfield 

Campbell 

CJovis 

LaPuente 

lathrop 

Long Beach 

Novato 

Oceanside- 

Riverside 

Sacramento 

San Diego 

San Fernando 

San Ramon 

Santa Ana 

Boynton Bie^h ' 
Jacksonville (Bast} ; 
Jacksonville {We^} 
Miramar 

Pensacola 

Sanforo' 

Ea^PoJnt 
Suwanee , 

' 

Las Vegas 

North Olh-isted 


Improving Customer Service 

With the benefit of hindsight, it is clear the industry was not prepared for the significant number of 
customers that would face financial hardships as the economy rapidly became more challenging. And, 
we were not always consistent in providing the level of service we expect to deliver to our customers. 
We have committed tremendous resources, and believe we have come a long way over the last year. 
For example: 

• By the end of this month, we will complete the process of assigning one person to manage a loan 
modification from beginning to end, with a back-up who continues the work when the primary 
contact is out. In other words, our customers will know exactly who they are working with from 
start to finish. 

• We contifiue our work with other industry participants - such as investors and appraisers. r to 
accelerate the credit decision process. We have set a 5-day decision time target for at-risk 
customers once all documents are in hand as compared to the HAMP standard of SO days. We 
are currently achieving this target approximately half of the time, and continue to make process 
changes and work with investors to advance to this goal for all of our customers. 

» To manage the increased volume of requests for help, since the beginning of 2009,. we have 
grown our home preservation staff by more than 140 percent, hiring 10,000 people for a total of 
more than 17,800 U.S.-based home preservation jobs dedicated to these efforts. Growing this 
quickly required developing new processes to rapidly onboard, train and retrain people to 
manage the evolving, complex guidelines inherent to home retention programs. 

• in addition, we have invested in improvements in workflow systems and document imaging 
including developing a Web porta! that enables authorized counselors to gain access to secured, 
appropriate information about a customer's home mortgage profile. 

• With respect to the process our customers can use to escalate concerns about or appeal a HAMP 
denial, we provide contact information for us and for our regulator on all billing statements. 
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correspondence, and our Web site. Each escalated case is assigned to a specialist who researches 
the issue and provides appropriate follow-up and response. For customers who need broad- 
based financial assistance beyond their home loan, we provide written guidance on how to 
engage a HUD-approved, non-profit, community-based credit counseling agency. 

* And, we continue to have a dedicated phone line for congressional staff and caseworkers to use 
in the event one of your constituents - our customer - has an issue that needs resolution. 

We will continue to work toward early and consistent engagement with customers going forward. 

We also have improved our foreclosure prevention practices for customers who cannot afford to 
remain in their homes. 

We now are able to give Wells Fargo Flome Mortgage loan customers - who have identified a home 
buyer and have provided the necessary paperwork - a short-sale decision, on average, in less than 5 
days. For the loans we service where we do not have full delegated authority to make decisions, we 
have been able to work with the third-parties who must be involved to provide a decision, on average, 
in less than 15 days. 

In Florida, we are testing a new voluntary deed-in-lieu practice for first-lien mortgage holders, whereby 
we give borrowers who cannot afford their homes $10,000 to vacate their property in good condition 
within 30 days when they deed the home to us. This program is designed to help families avoid 
foreclosure and eases their transition to a new, more affordable residence, in three months, when the 
pilot is complete, we expect to be in a better position to share when and if this program will be 
expanded. 


The Facts about Our Practices in Baltimore and Memphis 

Before I close today, i'd also like to bring to this Committee's attention facts concerning the allegations 
contained in the lawsuits the cities of Baltimore and Memphis have brought against Weils Fargo. While 
not specifically requested for today's hearing, in my capacity as co-president of Wells Fargo Home 
Mortgage, I believe it is important to address the misperceptions that may exist. 

Let me say at the outset that we expect our employees to obey all laws, as well as our own policies and 
standards relative to mortgage origination and engagement with customers. 

With regard to Baltimore and Memphis - as the lawsuits state - both cities seek to increase revenue by 
holding Wells Fargo responsible for long-term socio-economic problems and urban deterioration. In 
dismissing Baltimore's initial complaint, Judge J. Frederick Motz stated that Wells Fargo was 
responsible for only a "negligible portion" of Baltimore’s vacant housing stock and that It was "not 
plausible" to connect Weils Fargo's practices with the city's claimed damages, especially when 
considering the "background of other factors leading to the deterioration of the inner city." 

The Baltimore and Memphis lawsuits are virtually identical to lawsuits brought against lenders in 
Birmingham and Cleveland that have been summarily dismissed. Given the facts in Baltimore and 
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Memphis, we are optimistic that the same outcome will occur there, as well. 

The facts show that the challenges in these cities predate by decades the origination of the small 
number of Wells Fargo loans at issue in these actions,,and that our foreclosures make up only a small 
percentage of the foreclosures by other tenders and the cities. 

e Baltimore purports to have 45,000 foreclosure-notice filings during the time noted, of which only 
640 were Wells Fargo notices. This means that by the city's own numbers, only 1.4 percent of the 
total number of notices filed were ours. 

9 Similarly in Memphis, the city has identified only SO properties with Wells Fargo home loans that 
were noticed for foreclosure at some point.over a ten-year period. This same area had more 
than 93,000 foreclosure filings, meaning that five-hundredths of one percent (O.OS percent) were 
Wells Fargo's. 

In an attempt to discredit our company and seek damages, the lawsuits include claims of steering and 
predatory practices, citing studies that ailege race is a factor in our lending. These studies are based on 
publicly-available data that do not include information about the full personal and transaction 
circumstances that impact a borrower's credit terms. We price for risk, and our analysis shows.that 
virtually all of the pricing differences referenced in the studies are explained by well-established 
predictive risk factors - such as credit scores, debt load, and loan-to-value ratios. 

In addition, the lawsuits include six affidavits from ex-Wells Fargo employees, five of whom have 
admitted under oath that they knowingly worked to defeat our many responsible lending policies and 
controls. We continually review, test, and enhance these controls. As you would expect, in re.sppnse to 
being served with the Baltimore and Memphis complaints, we performed a comprehensive review of 
these controls to validate their effectiveness. As co-president of Wells Fargo Home Mortgage, I can tell 
you we have sought to introduce industry-leading controls that support our desired outcome - pricing 
for risk and ensuring customers have the ability to repay. Whenever we learn that a team member has 
attempted to defeat these controls, we take appropriate action with the team merriber and.use those 
experiences in our standard business practice of regularly and continually strengthening our controls. 

Further, the overall mortgage market has dramatically changed over the last several years in a 
direction that also will support broad-based responsible lending principles by all lenders. For example: 

o A level playing field of regulatory oversight and effective enforcement covering all lenders would 
be a welcome outcome of the financial reform legislation now before Congress. 

<• We are pleased to see the overall mortgage market return to full documentation underwriting 
standards for purchase and cash-out refinances. 

» We also welcome the general direction that the proposed financial reform legislation is taking 
with respect to originator compensation. Wells Fargo established mortgage broker pricing caps 
years ago and supports Congress' efforts to eliminate yield-spread premiums in compensation, 
because that change will help homeowners secure loans that are appropriately priced. 
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Home Preservation Assistance for Diverse Customers 

You have asked for our comments on how we support diverse borrowers with home preservation 
assistance. We recognize and respect that many diverse communities are experiencing serious 
challenges with home retention related to unemployment and other credit-driven factors. Previously 
in my statements, I outlined the significant investments we have made in modifying loans, providing 
face-to-face customer assistance, and promoting financial education among other efforts under way. 
We also have engaged leaders of the diverse communities to obtain and leverage guidance on how 
best to make credit accessible and sustainable. 

With the goal of achieving equitable customer treatment in our home preservation practices, our 
specialists -who manage the vast majority of customer requests via the phone -have no information 
on their systems that would indicate a customer's ethnicity. The only exception to this rule is HAMP, 
where applicants may voluntarily supply demographic information on the federally-required hardship 
affidavit. Regardless, we never consider this information and use the same policies and processes for 
every single customer. 

Conclusion 

Wells Fargo is committed to fair and responsible lending and servicing, and to effectively addressing 
the issues facing homeowners in financial distress in all communities. Through the federal 
government's programs and our own, we are helping an unprecedented number of people to sustain 
homeownership. 

No one wins when a foreclosure takes place. Avoiding foreclosures, wherever possible, is in the best 
interests of our shareholders, our investors, and most importantly our customers and communities. 
This has and will continue to be our focus as time goes on. 

We believe very strongly and feel very deeply about our responsibility to help homeowners across 
America in a balanced and fair way. We believe our actions and results demonstrate our commitment 
to achieving this goal. 

Thank you for your time today. I look forward to your questions. 
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Chairman TOWNS. Thank you very much, Mr. Heid. 
Mr. Lowman. 


STATEMENT OF DAVID LOWMAN 

Mr. Lowman. Chairman Towns, Ranking Member Issa, and 
members of the committee, thank you for the opportunity to appear 
before you today. My name is Dave Lowman, and I am the chief 
executive officer of home lending at JPMorgan Chase. 

JPMorgan Chase shares your commitment to helping home own- 
ers and stabilizing our Nation’s housing market. At Chase, we are 
working hard to help families meet their mortgage obligations and 
keep them in their homes by making their payments affordable. 

To date, we have helped prevent hundreds of thousands of fore- 
closures through our own proprietary modification programs, 
HAMP, and other agency programs. In addition, we have refi- 
nanced nearly $21 billion of loans under HARP. 

HAMP modification performance has been strong. At Chase, we 
are now completing more than 10,000 permanent modifications per 
month. On average, homeowners are seeing their monthly pay- 
ments reduced by more than $530, an average payment reduction 
of 28 percent. 

We are also adopting and implementing the Federal Govern- 
ment’s Foreclosure Alternative Program and Second Lien Modifica- 
tion Program to help more borrowers. We actively use temporary 
forbearance agreements for unemployed borrowers, similar to the 
program recently announced by the administration. 

You have asked us to focus our testimony on how we can make 
foreclosure prevention initiatives, including HAMP, more effective 
for borrowers. 

From the beginning of 2009 through the end of May 2010, Chase 
offered almost 850,000 modifications to struggling homeowners and 
made 172,000 of these modifications permanent under HAMP and 
other programs. HAMP is one of the tools we use to help these bor- 
rowers. Chase has offered HAMP trials to nearly 260,000 borrow- 
ers. Of these, 88,000 are in active HAMP trials and 48,000 have 
converted to permanent modifications. 

Our experience has demonstrated that HAMP loans with a 
meaningful reduction in monthly payment perform very well. In 
particular, once borrowers have successfully completed the 3-month 
trial period, the loans redefault less frequently than we or Treas- 
ury predicted, even where the loan was previously delinquent or 
has a high loan-to-value ratio. 

We conduct extensive outreach and have made significant invest- 
ments in people, technology, and infrastructure. In response to our 
customers’ needs, we have developed more creative approaches to 
reach borrowers in ways that work for them. We have opened 51 
Chase Homeownership Centers in 15 States and the District of Co- 
lumbia where 88,000 borrowers have met face-to-face with our 
trained counselors. 

On top of these efforts, we have also launched a national out- 
reach tour of the nine cities where our customers need the most 
help. Events on the tour last 4 to 5 days and are staffed over the 
weekend, 12 hours a day, where we can help borrowers find solu- 
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tions to the full range of challenges they face with their mortgages. 
The customer response to these events has been very positive. 

In total, nearly half of our entire staff at Chase are dedicated to 
helping homeowners. 7,600 of them are loan counselors who deal 
only with loan modifications for borrowers in financial difficulty. 

There are several challenges in implementing HAMP. The big- 
gest challenge is that HAMP was designed to help a specific popu- 
lation of borrowers. As illustrated in the Department of Treasury’s 
recent report, only one-third of borrowers who are 60 days or more 
past due are expected to be eligible for HAMP. 

Now that income and other documentation are required up front 
and we are no longer relying on stated income, we expect the con- 
version rate from trial to permanent mod to increase substantially. 
Going forward, failure to make its required payment should be the 
primary reason that someone does not convert from a trial plan to 
a permanent modification. 

Another challenge has been HAMP’s continuing evolution. There 
are good reasons for the number of changes, but nonetheless, we 
have had to adjust our systems and retrain our people as the pro- 
gram evolves. The evolution of the program has expanded the op- 
portunities to keep people in their homes. We do not want to miss 
an opportunity to help a borrower stay in their home, so we indi- 
vidually review each case and will extend the trial period in cases 
where we think the borrower is likely to qualify for a permanent 
modification. 

It is also important to note that where borrowers are making 
their payments in HAMP trial modifications, but may not ulti- 
mately qualify for a permanent HAMP modification, we believe we 
are able to qualify those borrowers for other modification programs. 

Let me touch on fair lending. Similar to our loan origination 
business. Chase is committed to full compliance with the letter and 
spirit of all fair lending laws and seeks to make available fore- 
closure prevention solutions to all borrowers, regardless of race, na- 
tional origin, religion, age, gender, or any other prohibitive bias. 

We are pleased to have this opportunity to share our progress 
with you. We look forward to continuing to work with Members of 
Congress, the administration, our banking regulators, and our com- 
munity leaders in implementing these initiatives to help families 
and to stabilize neighborhoods and the U.S. economy. 

Thank you. 

[The prepared statement of Mr. Lowman follows:] 
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June 24/2010 

Chairman Towns, Ranking Member Issa and Members of the Committee, thank you for the opportunity 
to appear before you today. JPMorgan Chase shares your commitment to helping homeowners and 
stabilizing our nation's housing market. 

My name is Dave lowman, and I am the Chief Executive Officer for Home Lendingat JPMorgan Chase. 
Chase is one of the largest residential mortgage originatorsand servicers in theUnited States, serving 
more than 9 million Customers in every State of the country with mortgage and home equity loans 
totaling about $ 1.32 trillion. We are proud to be part of one of this country's pre-eminent financial 
institutions with a heritage of over 200 years, but we do not rest on oUr record. We work very hard to 
help all of our customers during these challenging economictimes, including those who joined us as a 
result of bur acquisition of EMC, a subsidiary of Bear StearnSi and the mortgage and other assets of 
Washington Mutual from the FDIC. 

We are here today to discuss with you how we can make foreclosure prevention solutions more 
effective for homeowners and specifically, to describe our implementation of the AdrnihiStration's 
Home Affordable Modification Program (HAMP). Chase has consistently been amongthe leaders in 
implementing HAMP and other modification solutions for homeowners. 

Chase is Committed to Keeping Families in Their Homes 

At Chase we are working very hard to help families meet their mortgage obligations and keep them in 
their homes by making their home payments affordable. As a national leader In foreclosure prevention, 
we have continued to expand upon and improve our programs to keep families in thelr hOmbs. : 

From the beginning of 2009 through the end of May 2010, Chase offered over 846,000 modifications tq, 
struggling homeowners and has completed over 172,000 permanent modifications under HAMP, 
Chase's own proprietary modification programsy and modification programs offered by the-Government 
Sponsored Enterprises (GSEs) and the Federal Housing Administration {FHA)/Veterans Affairs (VA). ■ 


I pMSE iX'iOD/f/CAr/OA/ VOLUMES, 2009-2010 YEAR TO DATE^ 


Key statistics 

HAMP 

Otase 

pngrams 

Agency 

Total 

Modifications Offered 

257,254 

313,876 

275,192 

846,542 

Approved for Permanent 
modification/ 

65,426 

105,375 

53,241 

224,042 

Permanent Modifications 

47,467 

87,791 

37,692 

172.950 , 


Completed 

"^Year-to-date as of May 31, 2010. 
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^ "Approved for Permanent Modifications" includes both modifications made permanent as well as 
borrowers who are approved for a permanent modification but for whom the permanent modification has 
not yet been completed. 

To achieve these results, we have initiated extensive outreach and made significant investments in 
people, technology and our Infrastructure, In particular, we have: 

• Opened 51 Chase Homeownership Centers (CHOCs) in 15 states and the District of Columbia 
where struggling borrowers around the country can meet face to face with trained counselors 

• Reengineered the modification process within Chase by assigning each customer a single point 
of contact within our company, who has the responsibility for working across the company on 
the customer's behalf 

• Assisted more than 88,000 borrowers through our counselors at the CHOCs since their launch in 
early 2009 

• Mailed over two million letters to invite Chase customers to discuss their situation or help them 

complete their HAMP documents ; 

• 16,000 people - nearly half of our total staff in Chase Home Lending - helping struggling 
homeowners, and over 7,600 of them are loan counselors who only deal with loan modifications 
for borrowers in financial difficulty 

• Handled over 18 million inbound calls to our call centers from homeowners seeking foreclosure 
prevention assistance in 2009 and through May 2010, including 3.8 million calls to our dedicated 
customer hotline for modification inquiries 

• Launched a program for discounted sales and donations of foreclosed properties, through which 
we have completed over 700 transactions with 182 non profit agencies in 30 states 

• Hosted and participated In more than 711 homeowner events in 2009 and through May 2010 to 
educate and inform homeowners about the loan modification process and assist in the 
completion of required documents 

• Instituted an independent foreclosure review process to avoid preventable foreclosure referrals 
and sales 

Chase's Progress in Implementation of HAMP 

Chase applauds the Department of Treasury's efforts to increase mortgage modifications industry-wide. 
These efforts to standardize modification criteria through HAMP and to publicize the program 
nationwide have benefited many struggling homeowners who would have otherwise faced foreclosure. 
The public response to the program was initially overwhelming, and we have made significant 
investments to ramp up our modification capacity as one of the first major servicers to iaunch the HAMP 
Program in April 2009. 

As of May 10, 2010, the Department of Treasury estimates that Chase services approximately 242,000 
loans that may be eligible for modification under the HAMP guidelines (about 33% of our total 
population of borrowers who are 60 days delinquent on their mortgage loans). On a weekly basis. Chase 
mails letters to borrowers with loans that become 50 days past due and meet basic HAMP eligibility 
criteria, based on our system of record. We are in the process of testing mailing earlier in the 
delinquency cycle to see if that will improve customer response rates. 

We have made solid progress in offering HAMP trial plans to about 257,000 homeowners and have over 
87,000 homeowners in active HAMP trial plans through May 2010. We are now working very hard to 
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convert homeowners to permanent HAMP BiodificationKand'have successfully converted about. 48^000 
homeowners, but-like other servicers -we haves.faced chatlenges in getting documentation required : ; 
from borrowers to complete the modification. 

We have added hundreds of employees in recentmonttewho are dedicated to alerting customers and 
collecting the documents needed to complete modifications. These initiatives have collectively 
increased the pace of MAMP modification completiotis at Chase frotn less than 2,200 a month in the 
fourth quarter of 2009 to over 10,000 a month.tn the.second quarter of:2010. 

Chase Focuses on Making Payments Affordable 

Despite some reports to the contrary, HAMP modification performance has been strong, helping 
hundreds of thousands of homeowners achieve affordable mortgage payments. At Chase, on average, 
homeowners receive a monthly payment reduction of approximately $535 through their HAMP 
modification. Thatrepresents an average payment decrease of 28%. Based on Chase data, HAMP 
modifications appear to be performing noticeably betterthanmodifications the industry has performed 
in the past. While it is still early in the program, 88% of permanent HAMP modifications to date are 
current after three months and iust under 82% are Current after six months. 

Based on the actual: re-performance of permanent modifications completed by Chase, payment ; ; 
reduction appears to be the primary driver of post modification re-performance. ; We observelhis direct 
relationship between payment reduction and loan re-performance even in loans with ioan to vaitte 
ratios in excess of 120% (those most likely to have received principal forbearance) where the borrower 
has received meaningful payment relief; defined as a payment reduction of 20% or more. As noted 
above.,: the average payment reduction for permanent modifications is 28%. The fadt that payment- 
rediitition is a meaningful driver of loan performance has broader implicatlonsfor the HAMP program, 
and specifically, forthe level of re-defauit assumptions that would be appropriate for Treasury's model- 
for-Galculating the net present Value (NPV) ofa loan modification compared to foreclosure-. 

Chase is Implementing More Help for Homeowners Under the Making Home Affordable Program 

Chase,:a(png with the other major servicers, has continued to work with the Department of Treasury on 
a number of M,H A initiatives that have been announced in recent months, Homeowners seeking foan-; :. 
mociificalions ara first considered for HAMP and thenconsidered for other modificafion programs 
available through Chase if they are ineligible for HAMP. Chase believes the process of creating 
standardited and consistent approaches among servicers through these programs is a major benefitfor 
both homeowners and servicers. 

2MP - Chase was oneof the first major servicers to initiate the Treasury Department's Second Lien 
Modification Program (2MP), which we began in May 2010. 2MP is a systematic approach to modifying 
all second iiens where the underlying first lien has been modified underHAMP. 2MP also provides for a 
lumpsum payment to the second lien holder to partially write down or fully eliminate a second lien, if it 
is determined to be in the best interest of the investor, if a homeowner remains current on both their 
first and second mortgage loan, they will be able to qualify for success payments under 2MP>: This wlil 
supplement our existing programs for modifying second lien mortgages. 

Because the Department of Treasury’s loan matching files will not be available until August 2010, our 
current efforts are limited to borrowers where Chase services both the first and second lien. On May 
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26, the first 2IVIP offers were sent to those borrowers who had a permanent HAMP modification with 
Chase and a Chase-owned second lien. Of the 1,251 accounts we identified, under the IMP program 
rules, 807 borrowers were qualified without a trial period and were sent final modification documents. 
We have received 593 completed documents, for a response rate of 73%, and we estimate our 30 day 
response rate will be about 85%. The remaining 444 borrowers require a 3 month trial period to qualify. 
To date, we have set up 224 of these borrowers on a 3 month trial plan, or 50%, We estimate an overall 
success rate of 55-60%. We mailed 2MP offers to an additional 800 second lien customers on June 15*'' 
based on their completing a HAMP first lien mortgage modification in May. 

Temporary Assistance for Unemployed Borrowers - We actively utilize temporary forbearance 
agreements today for unemployed borrowers, similar to the program recently announced by the 
Treasury Department. Now that the details of the new government program are available, we expect to 
implement the program by no later than August 1, 2010 as mandated and possibly sooner. 

FHA Loans - MHA has been expanded to include FHA refinances for current borrowers. We are pleased 
to see that FHA is expanding its product options to help struggling homeowners, and we expect to offer 
the program to our customers onCe FHA issues the program parameters. While we believe this will be a 
beneficial program, our experience suggests there may be limited acceptance by consumers. Similar to 
the program we currently have in use for our own portfolio loans that uses rate reductions and/or 
principal reduction, only current borrowers can qualify, and we have found that many current 
homeowners are reluctant to participate in a program that may harm their credit record due to the 
principal reduction feature. 

Alternate Waterfall under HAMP for Earned Principal Reduction - The waterfall is a process under 
which the HAMP servicer modifies a mortgage of an eligible borrower. In general terms, the process 
first involves a reduction of the interest rate to as low at 2%, next an extension Of the loan term up to 40 
years, and last a forbearance of principal to reduce the monthly payment to an affordable level. The 
Administration has released a Supplemental Directive under which principal reduction can occur higher 
up in the waterfall before rate reduction and term extension to encourage more principal reductions 
and more positive outcomes. We are evaluating the guidelines just issued by the Treasury Department 
to determine how to implement this new feature. While principal reduction may be appropriate in 
certain limited circumstances,- we have not seen sufficient compelling evidence to support the view that 
principal reduction, as a general matter, improves modification response rates by borrowers or long- 
term modification performance. A number of open issues remain, including how the NPV model will be 
re-calibrated, whether the re-defauft assumptions will be changed, and how the principal reduction 
amounts will be allocated among lien holders. 

Until Version 4.0 of the NPV model is released by the Treasury Department and other open issues are 
resolved, it is difficult at this time to quantify how many more homeowners will become eligible under 
the alternate waterfall or how many more homeowners will have an improved NPV. Once these details 
are finalized, we will be able to better assess how effective the revised waterfall may be and Chase's 
participation in the alternate waterfall. 

Appeals of HAMP Denials - Chase has established a program that allows those who were denied a loan 
modification to appeal the denial. The denial letter provides contact information for a dedicated Chase 
unit, and this allows the borrower to request reconsideration of the denial. For example, if the 
borrower has additional information that should be considered, the borrower can forward that 
information to the designated contact and Chase will make a further determination regarding the 
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borrower's eligibility for a HAMP modification. In addition. Chase does not resume any foreelostire 
activity until at least 30 days have elapsed since the denial. 

Chase is also implementing Its own as well as Treasury initiatives when a borrower does not qualify for 
any of the loan modification options. 

List Assist- In April 2010, Chase began to implement a more proactive approach to short sales referred 
to as 'List Assist" under which Chase affirmativefy reaches out to borrowers who have already listed 
their homes and would be good candidates for short sales. When applicable, Chase will tell the 
homeowner how much the bank must receive fora . home; if a buyer offers at least that much. Chase 
will automatically approve the sale. If not. Chase will consider a lower offer. With this program short 
sales are quickly approved, thereby avoiding the delays that have frustrated so many homeowners. 
Chase has seen a steady increase in short-sale volume this year, closing rhore than 5,500 in April/ a 57% 
increase over the number closed in January 2010. 

HAFA - On April 5, 2010, we began offering the Home Affordable Foreclosure Alternatives Program 
(HAFAj designed for non-retention foreclosure prevention solutions, including short sales and deeds in 
lieu. We offer the HAFA program only when we determine that the borrower cannot qualify for HAMP 
or a Chase proprietary mortgage loan modification. To date, we have sent almost 6,000 request forms 
to borrowers to initiate the process and almost 1,400 were returned by the borrowers. Of the 1/4O0, 
830 have passed the basic eiigibliity requirements and qualify forfurther review. 

Challenges in implementing HAMP 

The cornerstone of HAMP, as well as of other modification programs available through Chase, is to 
achieve an.affbrdable monthly payment for homeovvners who want to stay, in their homes and can 
afford a reasonable monthly housing payment. There are many reasons borrowers face affordability 
issues, in our experience, the number one reason is a recession-driven decline in income, whether it is a 
spouseJpsing a job, fewer hours at work, underemployment, or findinga hew Job that pays (ess than the 
previousdne. : Data from the Federal HousingiFinanCe' Agency suggest that 75% of mortgage defaults : 
nationwide are caused by issues of affordability; borrowers default when a life event (or cotnulatlvellfe 
eventsj causes them not to be able to pay their mortgage with income and savings. 

Onfe.of the challenges we have is that HAMP is designed to help a specific population, of homeowners 
and hot every borrower facing foreclosure. As illustrated by the Department of Treasury s.most recent 
repbrt,;only one-thirdof the borrowers 60 days or more delinquent are estimated to be etigiblefor 
H AMP after all eligibility factors are considered and verified, * Chase's experience is similar to what is 
reflected in the Treasury report. 

Beyond the challenge of determining HAMP eligibility for one-third of the delinquent borrowers that are 
HAMP eligibie, we have established a process to ensure we make every effort to work with our 
borrowers to convert trial modifications to permanent modifications. 

As of April 16, 2010, Chase began . initiating trial plans under HAMP only after the borrower has provided 
the required documentation to support eligibility for the Program a nd will no longer commence trial 
plans based on stated itrformation. This should greatly assist in shortening the period from initiation to 


^ MHA Program Servicer Performance Report through May 2010 
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permanent modification and increase our conversion rate, as borrowers should be motivated to provide 
the required documentation to receive the benefit of a reduced payment. As a result, failure to make 
timely payments should be the primary reason a borrower does not successfully convert from a trial 
plan to a permanent modification. 

Fair Lending, Compliance and the Loan Modification Process 

Chase is committed to full compliance with both the letter and the spirit of all a pplicable fair lending 
laws. We apply these fair lending principles to all aspects of our loan servicing and the loss mitigation 
processes. We seek to make available all our loss mitigation options, including both HAMP and our own 
proprietary modification programs, to all of our borrowers without regard to race, national origin, 
religion, age, gender, or any other prohibited basis. We have a robust set of policies and procedures 
that are designed to ensure that we offer loss mitigation options on a fair and lawful basis, and we 
continually assess our performance. Below is a brief description of our fair lending efforts that impact 
the loss mitigation process: 

• We have appointed a Senior Fair Lending Compliance Officer for each of our Retail Financial 
Services lines of business, including Home Lending. Along with the Fair Lending Department, 
these officers are charged with responsibility for their respective business line's compliance with 
the fair lending laws. 

• We monitor all fair lending complaints separately from all others. Any complaint alleging 
discrimination is immediately escalated to the appropriate Fair Lending Group, which reviews 
the applicable file and factual circumstances. If a loss mitigation request was denied, the loan is 
re-underwritten to make sure the correct decision has been made. We also analyte trends 
relating to the types of complaints we receive, in order to detect any patterns that might 
suggest a need to review or change a particular process or credit policy. 

• We review all credit policy changes on both an annual and ongoing basis; That includes 

the Servicing and Default Management area, where we are particularly focused, to ensure that 
credit policy changes have no adverse Impact on our fair lending performance. 

• As previously mentioned, we opened 51 CHOCs to assist borrowers in need. These centers 
provide additional outreach to minority and low-and-moderate income borrowers and provided 
the personal attention and the availability of an experienced loan officer to explain the loss 
mitigation options and process. We also have a "language line" available to help borrowers 
communicate with us in their own language. 

• We provide fair lending training to all new hires in Home Lending within 90 days of their start 
dates, and annually we provide fair lending communication or additional training for existing 
employees. Updates regarding policies that affect ourfair lending performance are provided on 
a regular basis. 

• The employees of the third parties that we hire to assist us in the Servicing and Default 
Management area are all required to undergo fair lending training. Moreover, we monitor the 
performance of these third parties periodically for compliance with fair lending requirements. 


6 



71 


• We undergo a comprehensive fair lending exam eaeh year by our federal regulator, the Office of 
the Comptroller of the Currency iOCC); This year's QCC Examination, which is currently ongoing, 
has a particular emphasis on fair lendlngTrtthe Setvicijig and Default Management area. EMC is 
a state licensed entity that is examinedfsr falr lendingcompliance by the various states where it 
is licensed to do business. 

Chase has devoted significant resources to implement HAMP consistent with our contractual obligations 
to the Department of Treasury under our Servicer Participation Agreement and the guidance contained 
In the Supplemental Directives. We have established dedicated program resources, quality control and 
anti-fraud procedures and an independent foirecfosure review process to prevent inappropriate 
foreclosure referrals or sales. We routinely work with the Department of Treasury and its MHA 
Compliance (MHA-C) office to obtain darity. whefe needed and to promptly address observations they 
may make in thecourseof compliance and file reviews. We have appointed a senior executive as a 
single point of contact for the Treasury Department and MHA-C and have created a new positiorr of 
DirectOf 'ofMHA Compliance at Chase. We itBiieve we have established the appropriate resources, 
policies and procedures to comply fully with the requirements of HAMP. 

Looking Ahead 

Many new tools have been developed in recent months to help address lessons we have learned 
through the: HAMP roll out as to where gaps existed in helping more homeowners. As with the basic: 
HAMP Program, which has now gathered significant momentum, it will take some time to get the new 
initiatives up and running smoothly, but Chase believes these are the right steps to be taking hOW and 
win benefit many homeowners. 

As descflbed in this testirriony, Chase believes there is an opportunity to fe-evaluate the aSsuntptiOns 
used.in the curfentNPV model to take into accountthe actual re-performance of permanent - 
modifications under HAMP, which were not available atthe time the current NPV version was 
develbped. it is particularty timely as tbe DepartrHent of Treasury re-calibrates the NPV model in 
connection with the development of the alternate waterfall; Revising the model assumptions to temper 
the re-defauit assumptions will make more borrowers NPV positive and result in mOre HAMP 
modifications 

Chase continues to believe there are opportunities to refinance some borrowers into more sustainable 
FHA mortgages through the Hope for Homeowners program and potentially the recently announced 
FHA initiatives. These programs require an individual review of each borrower's situation to rhake sure 
the new mortgage is affordable and sustainable and any principal reduction is justified by the benefits of 
the transaction. 

There are still some borrower segments that will require more customized solutions, such as the 
unemployed, borrowers with very low initial payments or borrowers with affordable mortgage 
payments that are highly leveraged with other debt. Chase continues to workto find solutions for all of 
its borrowers who can show reasonable ability and willingness to sustain a mortgage ban. 

We are pleased to have this opportunity to share our progress with you. We look forward to continuing 
to work with the members of Congress, the Administration, our federal banking regulators and our 
community partners in implementing these initiatives to help families and to stabilize neighborhoods 
and the U.S. economy. 
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APPENDIX: Chase Loan Modification Programs 

In October 2008, we expanded the loan modification alternatives Chase already offered as part of our 
proprietary Foreclosure Prevention program. The enhanced modification tools allow for more flexibility 
based on the borrower's current loan type and the borrower's specific financial situation. 

Proactive Outreach for ARM borrowers 

Chase-owned subprime hybrid Adjustable Rate Mortgages (ARMs) scheduled to reset for the first time 
are being modified to remain at the initialinterest rate for the life of the loan. Borrowers qualify for this 
program if they have a clean payment history on a hybrid ARM with an interest rate that adjusts after 
the first two or three years. Borrowers do not need to contact Chase to benefit from this program - the 
rate lock is implemented automatically - and borrowers are so advised. 

We use the American Securitization Forum’s Fast Track program to reduce payment shock for subprime 
hybrid ARMs serviced but not owned by Chase and scheduled to reset forthe first time. Qualifying 
borrowers will have their initial ARM rate frozen for five years. 

Chase did not originate or purchase Pay Option ARM loans itself but does own and service a portfolio of 
Pay Option ARM loans as a result of the 2008 acquisitions of the mortgage assets of Washington Mutual 
from the FDIC and EMC, a subsidiary of Bear Stearns. 

To help borrowers with Pay Option ARMs, Chase makes available loan modifications through HAMP and 
its own proprietary modification programs. In 2009 and 2010, we also offered a proactive program for 
Chase-owned loans, developed specifically to assist current Option ARM borrowers who may be at 
higher risk of default due to a scheduled recast in the next 12 months that could significantly increase 
their monthly payment. To minimize any potential payment shock, we made the borrower a pre- 
approved offer to modify their loan to a lower fixed rate loan that keeps their payment at its current 
amount, which they have already demonstrated the ability to pay. If this payment amount results in a 
lower-than-market interest rate, the rate can step up to market over time, subject to certain limits to 
avoid payment shock. High risk borrowers due to recast in 2009 were mailed proactive outreach offers 
starting in the first quarter of 2009, to which over 85% responded. In the last quarter of 2009, we began 
mailing pre-approved modification offers to about 5,000 additional borrowers whose loans were due to 
recast this year. In total, we have completed nearly 5,000 modifications for Option ARM borrowers 
underthis program since 2009. 

Under our various programs, Chase has completed modifications of over $7.6 billion of Pay Option ARMS 
(over 17,500 units) since 2008 through rate reduction, term extension or proactive outreach. In addition 
to completed modifications, there are customers active in trial modifications under HAMP and Chase 
modification programs (to the extent they are ineligible under HAMP) that are not yet included in the 
completed modification figure. 

Chase Custom Modifications 


Borrowers not eligible for HAMP or any of the systematic Chase modification programs described above 
are reviewed on a case-by-case basis to determine the suitability of a custom modification or other 
foreclosure prevention approach. 
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Chase custom loan modifications for first liens are evaluated by developing an estimated target 
affordable payment of 31% to 40% of the borrower's gross income. We use the lowest percentage for 
borrowers with the lowest incomes. Once the target payment is calculated for the borrower, we will 
test each modification option to see if it will get the borrower to an affordable payment. Concurrently, 
we apply a NPV analysis to each option to determine whether the value of the modification exceeds the 
value expected through foreclosure. We recommend the modification option that produces both an 
affordable payment and a positive NPV result. In addition. Chase custom loan modifications offer 
broader eligibility and payment flexibility compared to HAMP. 

Other Foreclosure Prevention Options 

In addition, Chase offers other foreclosure prevention options, such as: 

■ Payment plans (where a borrower agrees to pay back arrearages over time), 

• Deferments (where a borrower agrees to make late payments in the future), 

■ Borrower stipulations (where a borrower agrees to make a set of payments, often as a prelude 
to a modification), and 

■ Short-sales / settlements (a form of principal forgiveness where Chase agrees to accept less than 
the amount of the mortgage in exchange for the underlying property or the proceeds of the sale 
of the underlying property). 

Although borrowers do not keep their homes in short sales and settlements, these may be appropriate 
solutions when the borrower has no interest in remaining in the home or simply cannot afford the home 
over the long term, even if payments are reduced by a modification. These solutions also relieve the 
borrower from the burden of paying any deficiency on the loan. 

Our Community Stabilization Initiatives 

Not every foreclosure can be prevented, so it is vital to our communities to look beyond foreclosure 
prevention to deal with the impact of foreclosed properties on neighborhoods. In 2008, Chase 
established a dedicated unit under its Homeownership Preservation Office to develop strategies to deal 
with foreclosed properties, working with our partners in the community and our banking regulators. 

As part of our announcement in 2008, Chase committed to donations or discounted sales of 500 
foreclosed properties over the next 2-3 years. In just a little over one year, we met our goal of 500 
completed transactions. Through May 2010, we have donated or sold at a discount over 700 properties 
to 182 non-profit organizations. 

We know that the HAMP program has been difficult for servicers to implement and that has affected our 
customers' experience. We know that we are accountable to help our borrowers and to work to make 
HAMP a success, but we should also remember that a significant amount of progress has been made in a 
very short period of time. Right now, among all HAMP participants, nearly 1.2 million homeowners are 
benefiting from more affordable monthly mortgage payments by entering into HAMP trial plans - and 
the number continues to grow. We are working very hard to convert trial plans to permanent 
modifications. At Chase alone, more than 172,000 homeowners have been approved for or entered into 
permanent modifications under HAMP or other loan modification alternatives. 
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Chairman TOWNS. Thank you very much, Mr. Lowman. 
Mr. Pinto. 


STATEMENT OF EDWARD J. PINTO 

Mr. Pinto. Chairman Towns and Ranking Member Issa, thank 
you for the opportunity to testify today. 

In discussing HAMP, it is useful to recall its original goals. 
Those were to help as many as 3 to 4 million financially struggling 
homeowners avoid foreclosure by modifying loans to a level that is 
affordable for borrowers now and sustainable over the long term. 

Second, to provide clear, consistent loan modification guidelines. 

Third, to determine a borrower’s eligibility up front. 

Last February, I testified before the Domestic Policy Subcommit- 
tee of this committee and advised that rather than avoiding 3 to 
4 million foreclosures, HAMP at that juncture would likely help 
just 250,000 homeowners stay in their homes without default. As 
I will explain, it appears that my estimate from February was pret- 
ty close to the mark. 

The success rate is so low due to government initiatives mandat- 
ing looser underwriting standards dating back to the early 1990’s. 
It is this legacy of government mandates for weak loans that 
makes it so difficult to achieve successful modifications. A high de- 
fault rate also works to keep HAMP’s total successful modifications 
low. I expect that 40 percent of permanent modifications will re- 
default. 

Treasury promised clear and consistent loan modification guide- 
lines. There are only two words to describe HAMP’s guidelines, 
“numbing complexity.” At last count, HAMP had 800 requirements, 
and servicers are expected to certify compliance. 

Treasury also promised that a borrower’s eligibility would be de- 
termined up front. As was recently observed in the Wall Street 
Journal, “Eager for results, the Obama administration last year 
prodded banks to start people on trials without first obtaining doc- 
uments proving they were eligible. That has led to many crushed 
hopes.” Instead of a quick yes or no, homeowners were placed in 
trial modification limbo. 

Back in February, I indicated that HAMP’s January pipeline 
would likely yield only 250,000 homeowners who would ultimately 
avoid foreclosure under HAMP, only about 6 to 8 percent of the an- 
nounced goal. HAMP activity has slowed markedly in the last few 
months, with the number of new trial modifications declining by 
two-thirds between December 2009 and May 2010. The number of 
new permanent modifications last months was 30 percent below 
April’s. 

As of May 31, 2010, there were 340,000 active permanent modi- 
fications. Assuming a 40 percent default rate, only 200,000 of these 
permanent modifications will likely be successful over the long 
term. 

There are another 468,000 active trial modifications. Of these, 
perhaps only 75,000 will become successful long-term permanent 
modifications. Discounting all the spin, the current HAMP pipeline 
will yield about 275,000 successful long-term permanent modifica- 
tions, with perhaps another 100,000 successes resulting from fu- 
ture trial modifications. 
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Treasury’s many missteps with HAMP has had other repercus- 
sions. It encouraged strategic defaults, homeowners who are willing 
to default when the value of their mortgage exceeds the value of 
their home, even if they can afford to pay off their mortgage. 

Researchers at the University of Chicago and Northwestern Uni- 
versity found that the percentage of foreclosures that were per- 
ceived to he strategic was 31 percent in March 2010, and that is 
up dramatically from the 22 percent in March 2009 when HAMP 
started. With more and more borrowers believing that lenders are 
failing to pursue those who default on their mortgages, there is a 
risk that a growing number of borrowers will walk away from their 
homes, even if they can afford the monthly payment. 

HAMP has slowed down the foreclosure process, pushing the pe- 
riod of heightened foreclosure activity out to 2013 or 2014 and like- 
ly extending the time until the market corrects. But perhaps 
HAMP’s greatest shortcoming is that it derailed burgeoning efforts 
of the private sector to effectively modify loans. 

The facts are in the Office of Comptroller of the Currency Mort- 
gage Metrics Report that is produced quarterly. There are three 
charts. 

Chart one demonstrates that the private sector had been rapidly 
ramping up its modification efforts in 2008 and 2009, and it was 
when HAMP started that those efforts were derailed. 

Chart two indicates that the private sector was having greater 
and greater success in reducing the redefault rate on loans that 
were being done outside the HAMP program. 

Chart three demonstrates the slowdown and effective wind-down 
of the HAMP program as new trial modifications have fallen off 
precipitously, and now the number of permanent mods has also 
started dropping. 

The committee should ask the Treasury Department, where are 
the modifications that, but for HAMP, the private sector was on 
track to produce? This committee and the American people deserve 
an honest assessment as to HAMP’s future. 

Thank you, and I would be happy to answer questions at the ap- 
propriate time. 

[The prepared statement of Mr. Pinto follows:] 
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Hearing before the Oversight and Government Reform Committee - June 24, 2010 

Submitted testimony by Edward Pinto, real estate financial services consultant and 
Fannie Mae’s chief credit officer 1987-1989. 

Chairman Towns and Ranking Member Issa, thank you for the opportunity to 
testify today. I am an expert in credit risk methodologies and loan performance 
metrics. I was Fannie Mae’s chief credit officer from 1987 to 1989. In the mid- 
1980s I was responsible for Fannie’s single and multi-family loan marketing, 
including management of its affordable housing programs. 

My purpose in testifying today is to review the overall effectiveness of HAMP. 

In evaluating HAMP, it is useful to recall its original goals: 

“The Home Affordable Modification Program is designed to help as many as 
3 to 4 million financially struggling homeowners avoid foreclosure by 
modifying loans to a level that is affordable for borrowers now and 
sustainable over the long term . The program provides clear and consistent 
loan modification guidelines that the entire mortgage industry can use .... 

After determining a borrower's eligibility , a servicer will take a series of steps 
to adjust the monthly mortgage payment to 31% of a borrower's total pretax 
monthly income.”' (Emphasis added) 

Let us start with the goal to avoid 3-4 million foreclosures with sustainable 
modifications. Moody’s Economy.com “expects HAMP restructurings to help 1 
million to 1.5 million homeowners stay in their homes without a default.”^ I believe 
that even this greatly reduced total is overly optimistic. When I testified before the 
Domestic Policy Subcommittee of this Committee last February, I advised that the 
then current HAMP pipeline of some 3.4 million HAMP -eligible delinquent 
borrowers might help just 250,000 of these homeowners stay in their homes without 
default. As I will explain later on, it appears that my estimate is pretty close to the 
mark. 

There is one fundamental reason for this projected short fall. Government 
initiatives dating back to the early- to mid-1990s mandated looser underwriting 
standards and resulted in trillions upon trillions of dollars of weak loans being 
originated, with Fannie and Freddie playing a leading role. This is best 


' HAMP website https;//www,hmpadmin.com/porta]/programs/hainp.html 
■ “Can HAMP Prevent ‘Strategic Defaults”?, National Mortgage News, May 24, 2010 
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demonstrated by the policy initiative relating to reducing and eventually largely 
eliminating downpayments - a policy embodied in HUD’s 1995 National 
Homeownership Strategy.’ In 1990 only about 5% of home purchase loans had a 
downpayment of less than 5% and virtually all were insured by FHA or VA. By 
2006 the National Association of Realtors reported for first time home buyers 
“nearly half of [such buyers] nationwide put down no money.”*' It is this legacy of 
weak loans that has made qualifying at-risk loans for modifications so difficult. 
Consider that in both 2007, when the unemployment rate was 4.6% and in 2009, 
when the unemployment rate had doubled to 9.3%’, 72% and 75% respectively of 
Fannie’s loan losses related to the same categories of weak loans.’ While high 
unemployment has exacerbated the foreclosure situation, the loans going bad are 
still largely those that were risky to begin with. 

A high re-default rate will also work to keep HAMP’s total of successful 
modifications low. While some project a permanent modification re-default rate of 
over 50%, I expect a lower, but still high rate of 40%. Why so high? First, most 
permanent modifications are on loans with mortgage balances well in excess of 
current home values. Second, borrowers obtaining a permanent modification 
through May 2010 had a median total debt-to-income ratio of 64%.’ A total debt- 
to-income ratio of 40% would be considered high on a loan not at risk. This leaves 
little money for food, clothing, taxes, and other expenses. As a result these 
borrowers are a worn out furnace or roof replacement away from re-default. 

In December 2008 I testified before this Committee and warned that any 
modification plan must target the right group of homeowners, but equally 
important, participants must be willing and able to carry a fixed-rate, reasonably 
priced mortgage. 

Back in February I warned the Domestic Policy Subcommittee of this Committee 
that: 


“[tjhe press release announcing the January 2010 HAMP report attempted to 
paint a rosy gloss on the program’s meager accomplishments. In a statement 
that strains credulity', it noted ‘[tjhe program is on pace to meet its overall 
program goal of providing 3-4 million homeowners the opportunity to stay in 


’ “Lending institutions, secondary market investors, mortgage insurers, and other members of the partnership should work 
collaboratively to reduce homebuyer dow^npayment requirement.” HUD’s 1995 “National Homeownership Strategy”, 
http://web,ai'chive.org/web-'20010106203500/www.huduser.ore/DublicatiQns'aFfhsg^homeown/chapl.iitmi 
^ USA Today, “First rung aipropeity ladder gdshanier to rcadi” July 17, 2007 
http;//www,usatoday.com/money/economy/housing/2007-07-16-first-time-buyers_N.htm 
Bureau of Labor Statistics, http;//data.bls.gov/PDQ/servlet/SurvcyOutputServiet?series_id=LNS14000000 
Fannie’s Ql;10 Credit Supplement, p, 6, http://www.fanniemae.eom/ir/pdf/sec/2010/qlcredit_summary.pdf 
'May 20 10 HAMP Report 
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their homes.’ The truth is HAMP has been a spectacular failure when 
measured against the original goal of helping 3-4 million homeowners avoid 
foreclosure.” 

I also noted that the then current HAMP pipeline would likely yield only 250,000 
homeowners who would ultimately avoid foreclosure under HAMP - only about 
6%-8% of the original goal. It now looks like my projection will be pretty close to 
the mark. HAMP activity has slowed markedly, with the number of new monthly 
trial modiflcations declining by two-thirds between December 2009 and May, 2010. 
The number of new permanent modifications in May 2010 was 30% below the April 
2010 count. As of May 31, 2010 there were 340,000 active permanent 
modifications.* Assuming a 40% re-default rate, only 200,000 of these permanent 
modifications will likely be successful over the long-term. There are another 
468,000 active trial modifications. Of these, perhaps only 75,000 will become 
successful long-term permanent modifications. Discounting all the spin, a slowing 
HAMP pipeline will yield about 275,000 successful long-term permanent 
modifications, with perhaps another 100,000 successes resulting from future trial 
modifications. 

Today, I reiterate ray warning about Treasury’s propensity for applying a rosy 
gloss. Just this past Monday, the May HAMP report stated: 

“Most homeowners in canceled trials became current on mortgage payments 
or enter an alternative modification.” 

It turns out that of the 194,000 canceled trial modifications with a disposition path, 
only 19,000 or 9.8% were current. Not quite as reassuring as Treasury’s statement. 
It turns out that some 95,000 or about 50% are in “alternative modification”, but 
more on that later. 

The Treasury Department also, promised “clear and consistent loan modification 
guidelines that the entire mortgage industry can use.” There are only two words to 
describe HAMP’s guidelines: numbing complexity. At last count HAMP had 800 
requirements and servicers are expected to certify compliance.’ With ever changing 
regulations, a constant need to re-evaluate past decisions in light of new regulations, 
and multiple appeals, it is no wonder that the HAMP pipeline became clogged 
through no substantial fault of servicers."* 


®Id. 

^ “Servicers Sweat HAMP Certification for 800 Separate Requirements”, May 24, 2010, National Mortgage News 
The clogged pipeline problem dates back to a desire by Treasury to post big numbers early on. To achieve this, the entirely 
new concept of a trial modification was introduced. Borrowers were allowed to enter a trial without qualifying on the basis 
of income. No doc loans were replaced with no doc modifications. This wasn’t fair to those borrowers who had no chance 
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The GAO observed:" 

“Servicers faced challenges implementing HAMP because of the number of 
changes to the program, some of which have required servicers to readjust 
their business practices, update their systems, and retrain staff.” 

Treasury also failed in its promise that a borrower's eligibility would be determined 
upfront. As was recently observed by James Hagerty of The Wall Street Journal:" 

“Eager for quick results, the Obama administration last year prodded banks 
to start people on trials without first obtaining documents proving they were 
eligible. That has led to many crushed hopes.” 

“While awaiting answers, some borrowers keep making payments, exhausting 
their savings in what may be a futile effort to save their homes. They also 
incur fees from the banks and delay taking action that might give them a fresh 
start in a more affordable home.” 

Turning to “alternative modifications”, we are at risk of repeating the same policy 
mistake that got us into this mess. Just as the government’s calls for looser lending 
standards and HUD’s “best practices’ policies made it difficult to turn down 
unqualified borrowers for a loan, HAMP and its off-spring are evolving into 
programs aimed at approving a modification no matter the financial cost or 
sustainability. In March, Fannie and Freddie announced their “alternative 
modification” programs. Many of those homeowners who entered into a trial mod 
before March 1, 2010 and were unable to qualify for a permanent modification may 
be now considered for an alternative modification. On properties with a current 
LTV >80%, monthly mortgage payments may be reduced to below 20% of a 
borrower’s income and the net present value test is no longer a constraint. Once 
again servicers are being required to re-evaluate the same borrower for the 
umpteenth time, but now the message is approve no matter the cost. This appears 
to be an attempt to paper over the problems resulting from HAMP’s clogged 
pipeline. 


of qualifying. They were left in a no man’s land and many will be worse off than if they had been given a quick no and 
encouraged to find alternative housing, This design flaw caused the HAMP pipeline to become hopelessly clogged, leading 
to a series of blame and shame attacks on servicers. While servicers have certainly made mistakes, the lion’s share of the 
blame fails on Treasury for poor program design. It has taken until April and May 2010 to fmally start canceling these 
inappropriate trial modifications in sizable numbers. 

" http;//www.gao.gov/products/GAO'10-556T 
WSJ, “Loan Aid Leaves Some Worse Off’, May !8, 2010, 
http://online.wsj.cora/article/SB10001424052748703315404575250463403570640.html 
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Treasury’s many missteps with HAMP have had other repercussions. 

It has encouraged strategic defaults - homeowners are willing to default when the 
value of a mortgage exceeds the value of their house, even if they can afford to pay 
their mortgage. 

Amherst Securities’s research found that HAMP encourages such defaults 
because:'^ 

“[T]hey can live in their house rent free during the time it takes to establish if 
they qualify for a HAMP mod. And if they qualify, they can stay in the 
program for at least 3 months, even if they do not make a single payment.” 

Researchers at the University of Chicago and Northwestern University found that:’"* 

“[In Quarter 1, 2010], more homeowners voluntarily defaulted on their 
mortgages and chose to walk away from their homes than the total number of 
mortgages permanently modified to date under the Administration's year-old 
Home Affordable Modification Program (HAMP). The percentage of 
foreclosures that were perceived to be strategic was 31 percent in March 2010, 
[up dramatically] compared to 22 percent in March 2009 [when HAMP 
started].... With more and more homeowners believing that tenders are 
falling to pursue those who default on their mortgages, there is a risk that a 
growing number of homeowners will walk away from their homes even if they 
can afford monthly payments.” 

HAMP’s flawed design and implementation along with Treasury’s early efforts to 
“shame and blame” the mortgage servicers promoted strategic defaults, as many 
borrowers came to expect a modification and blamed their servicer for not getting 
one. 

HAMP has also slowed down foreclosure processes, pushing the level of heightened 
foreclosure activity out to 2013 or 2014 and likely extending the period for the 
market to correction. 


“Studies Show HAMP Promotes Strategic Default on Mortgages”, htlp://www.housingwire.com/2010/03/26/studies-show- 
hamp-promotes-strategic-default-on-mortgages 

“Strategic Defaults Outpace HAMP Modifications” May 4, 2010 
http://ww’w.upi.coni/Real-£state/2010/05/04/Strategic-Defaults-Outpace-HAMP-Modifications/8591272984515/ 
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HAMP greatest shortcoming was that it derailed burgeoning private sector efforts 
to effectively modify loans. Let’s look at the facts as documented in the OCC/OTS 
Mortgage Metrics Report (MMR).’^ Chart 1 demonstrates that private sector had 
been rapidly ramping up its modification efforts in 2008 and early 2009. Chart 2 
demonstrates that these private efforts were achieving success as evidenced by 
rapidly decreasing re-default rates. Re-default rates after three months dropped by 
more than half from 35.1% in Q.4:08 to 14.7% in Q.3:09. This success was before 
HAMP permanent modifications had any impact. 

HAMP began in Q.2:2009 and as can be seen from Chart 1, it reversed the upward 
trend in the numbers of modifications. HAMP hopelessly tied the modification 
process up in knots. In Q.l:2009 the MMR reported a total of 189,000 loan 
modifications, well more than double the level in Q1 :08. This compares to only 
123,000 modifications (including permanent HAMP modifications) completed 
during Q.4:2009 report (the most recent MMR). The MMR report for Q.l:10 is 
expected in a few days. It will likely show that the combined total of HAMP and 
non-HAMP modifications will finally, after a year, exceed the total from Q.l:09. 

Chart 1 - HAMP”s Impact Private Sector’s Modification Efforts: 



■ HAMP Permanent Mods 

■ loan Mods (exc. HAMP) 




cy oy 


Source: Mortgage Metrics Report 


'■ MMR covers more than 64% of all first lien mortgages. MMRs found at: 
littp:-(/www.occ.{reas.gov''ftp/release/2008-i SOa.pdf 
hfip:-'/\vww.Qec. treas.govymQngage_reporCMortgageMetrics.htm 
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Chart 2 - Re-dafault rate (60 days or more delinquent) after 3 mo. (non-HAMP 
Mods): 
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Source; Mortgage Metrics Report 

Poorly designed federal modification programs merely “kick the can” down the 
road and ultimately cost more money. The goal of any modification program must 
be to create sustainable loans that preserv'e and build up homeowner equity. 

This Committee should be asking the Treasury Department: where are the 
modifications that, but for HAMP, the private sector was on track to produce? 

This committee and the American people deserve an honest assessment as to 
HAMP’s future. As Chart 3 demonstrates, HAMP is rapidly winding down, with 
little to show for in the way of long-term results compared to its promises. Perhaps 
this is for the best, as it may allow the private sector to proceed unhampered and 
regain lost momentum. 
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Chart 3 - New Trial and Permanent Modifications Started Under HAMP 



Source: May 2010 HAMP Report 

Thank you and I would be happy to take questions at the appropriate time. 
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Chairman TOWNS. Thank you very much. Let me begin by thank- 
ing all of you for your testimony. 

I guess the question is, why haven’t there been more permanent 
mortgage modifications? What is the problem? Just quickly right 
down the line, start with you, Mr. Das. Why do you think there 
hasn’t been more? Is it a lack of money? What is the problem? 

Mr. Das. Chairman Towns, as we all collectively mentioned, we 
have put an enormous amount of resources to make sure that we 
opened this up to as many trial modifications as possible based on 
stated income, as opposed to verified income. So we really opened 
the door to as many people as we could. We 

Chairman TOWNS. How long should it take for the trial modifica- 
tion? 

Mr. Das. I’m sorry? 

Chairman TOWNS. How long should that take? Trial modification, 
how long should it take? 

Mr. Das. It takes Citi about 4 months, which happens to be 
amongst the fastest in the industry. But I don’t believe — we have 
three trial payments, and then that converts to a modification, a 
permanent modification, after that. 

But to answer your question. Chairman, I believe that the reason 
the permanent mods are not as high as we would expect them to 
be is because, in many cases, the documents that actually come in 
don’t match with what was stated at the time of the trial modifica- 
tion, and many borrowers were not able to make the trial pay- 
ments. Those have been, I would say, the two principal reasons for 
the fallout. 

Chairman Towns. Ms. Desoer. 

Ms. Desoer. Under the HAMP program, the primary reason is 
40 percent of the borrowers who have been in a trial modification 
have failed to make a payment. And I think that is reflective of the 
ongoing stress of the economy on those borrowers. 

And I think it is important to look at the number of permanent 
modifications holistically. And when you look at our number, 
HAMP is a small number of a much larger total of the 630,000 
modifications, to understand that it’s one of many tools that we use 
for borrowers. 

Chairman Towns. Mr. Friedman, same question to you. 

Mr. Friedman. In our particular situation, we service a lot of 
loans that just don’t qualify under the HAMP guidelines, such as 
a conforming loan or nonconforming loans. We may have certain re- 
strictions under servicer guidelines. 

But the vast majority of the real issue is really that we are still 
limited under this 31 percent debt-to-income test and the fact that, 
in our particular book of business, the borrower must occupy the 
property as their principal place of residence. 

And then, also, the documentation issue. Now, we initially up 
front had done always verification and requested documents up 
front. So once we’ve got a borrower into a plan, we have a very 
high conversion rate. But, again, a lot of this is on the borrower 
side, as well, or the complexities of the program itself. 

Mr. Heid. What I would like to add is, I think context is impor- 
tant here. When you think about the half a million mods Wells 
Fargo has done, about 80 percent of those are outside of the HAMP 
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program, and the vast majority of those are permanent mods al- 
ready or on their way to becoming permanent mods. 

Inside the HAMP program, inside the 20 percent, the primary 
factors in terms of converting from trial to permanent are the same 
Treasury quoted in their report: lack of documentation because of 
the stated income programs of last summer. That has since 
changed. Once documents are received, customers are not eligible 
for the program and, therefore, go through a cancellation phase, 
and you typically get a modification outside of the HAMP program. 
And then, finally, customers that just don’t make the three trial 
payments within the HAMP program itself are the three primary 
HAMP factors. 

But I would encourage you to continue to keep focus on the fact 
that the vast majority of mods getting done are happening outside 
of the HAMP program itself. 

Chairman Towns. Mr. Lowman, real quick. 

Mr. Lowman. Just echoing the same thing that my compatriots 
here have spoken about. Missed payments and no documents re- 
turned from borrowers are the major reasons why modifications 
don’t get completed. About a third of those that do give us docu- 
ments and do, in fact, make the payments, a third of the total pop- 
ulation ultimately end up in a mod. 

Chairman TOWNS. When you say you don’t get the documents, I 
mean, is it a lack of communication? Because a person 

Mr. Lowman. We’ve made extensive refinements in our process, 
including communicating with borrowers and, you know, writing 
letters and knocking on doors and what have you. That process, ob- 
viously, has evolved over time. I would say at the beginning of the 
program that may have been the case, but I would say now we are 
equipped to adequately communicate with borrowers. 

Chairman Towns. Is communication a problem here? Just very 
quickly, yea, nay, could you sort of tell me? 

Mr. Das. Mr. Chairman, I believe that the issue is actually, as 
you sort of analyzed the contact rates, it seems to us that at late 
a stage of delinquency a lot of customers have a very low contact 
rate, primarily because they may have checked out from the proc- 
ess. So this means early intervention is really critical. 

Chairman TOWNS. Yeah. Is there anything that we need to do? 
Because, you know, people are losing their homes, and I just can’t 
see, if a person is losing his or her house, that they are not going 
to cooperate in terms of documentation. Because, I mean, they are 
asking for help. And that is the part I don’t quite understand. 

Mr. Heid. Maybe a couple of examples might help. 

I think there is a lot going on when a customer is in fear of los- 
ing their home. And we are doing everything we possibly can to 
make sure that doesn’t happen. A couple of the documents that are 
troublesome is that the HAMP program does require a tax return. 
I think that conjures up fears, you know, will that trigger an IRS 
audit? Those kinds of things are very real in people’s minds. 

The HAMP modification agreement itself is a very intimidating- 
looking piece of paper. It’s five pages, single-spaced, very intimidat- 
ing, very scary kind of process, that I think people are reluctant 
or fearful to — ^you know, what else might happen here? 
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So I don’t think it’s the communication between servicer and 
homeowner that is at issue here. I don’t think there are additional 
things that you should and can do. I think this is really now a mat- 
ter of working very diligently and very hard with every single cus- 
tomer to make sure that foreclosure does not happen. 

Chairman Towns. I now yield 5 minutes to the gentleman from 
Ohio, Mr. Jordan. 

Mr. Jordan. Thank you, Mr. Chairman. 

HAMP, I think, has not only failed to help people, it has actually 
harmed families, I think in two ways. One is the comments that 
the Wall Street Journal had and I related to in my opening state- 
ment: the false hope it gave people who were in the temporary or 
trial modification program, were never qualified, and the financial 
implications of going through that process or part of that process. 
I also think, second, the point Mr. Pinto raised; I think his quote 
was, “It derailed private-sector efforts to help.” 

So I think in two ways it’s been, not just a failure to help, but 
also potentially cause harm to the very families who were trying 
to get the help and who we are trying to provide help to. 

The numbers you all gave, I have 900,000 for Citi; 600,000 for 
Bank of America; 135,000 for Home Mortgage Service, Inc.; 500,000 
for Wells Fargo; and 846,000 for JPMorgan. Of those numbers. I’m 
going to go down the list, 900,000 modifications you have made. 
What number of those are HAMP modifications? I took that as 
being all, the big number. 

Mr. Das. Yes. Since 2007, we have helped 900,000 
homeowners 

Mr. Jordan. Right. What percentage have been HAMP, or what’s 
the number for HAMP? 

Mr. Das. Well, recently, we offered HAMP mods to 150,000 cus- 
tomers, and, out of that, about 30-odd-thousand have taken HAMP. 

Mr. Jordan. Thirty-eight? 

Mr. Das. 30,000, 35,000. 

Mr. Jordan. Small percentage. 

Mr. Das. Yes. 

Mr. Jordan. Go to Bank of America. 

Ms. Desoer. 630,000 in permanent modifications since 2008; 
70,000 of them are HAMP. 

Mr. Friedman. We have reported out about 8,800, and we have 
about 16,000 currently in trial periods. 

Mr. Jordan. And permanent? 

Mr. Friedman. For permanent — the 88 is reported out as perma- 
nent, 8,800. 

Mr. Jordan. 8,000 out of 135,000 modifications. 

Wells Fargo? 

Mr. Heid. We’ve got 500,000 mods, trials and permanents. Twen- 
ty percent of them are inside of HAMP. And inside of HAMP, there 
are probably 45,000 in trial yet, probably 40,000, 45,000 or so in 
permanent, so a total of about 

Mr. Jordan. Less than 10 percent; 10 percent has kind of been 
the norm. 

Go ahead. 

Mr. Lowman. 257,000 in HAMP, of our 846,000. 

Mr. Jordan. How many are permanent? 
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Mr. Lowman. Permanent, 47,000. 

Mr. Jordan. So, again, very small number. We’re talking less 
than 10 percent. 

Here is the question. I think we’ll just cut to the chase. The peo- 
ple who qualified for HAMP went through this cumbersome proc- 
ess, 800 different rules, 15 sets of guidelines, all this stuff they had 
to go through. Mr. Heid just described the intimidating process 
they had to go through. 

Of the folks in the HAMP, the 47,000, the small number that 
you — how many of those — or let’s ask it this way. The people who 
qualified for HAMP, were any of those not qualified for your own 
modification program? 

Mr. Das. Let’s put it this way. For the people that fell out of 
HAMP, we were able to save about 15 percent more. 

Mr. Jordan. So the ones who wouldn’t qualify for HAMP you 
were able to help? 

Mr. Das. Yes. 

Mr. Jordan. And it’s working. 

Mr. Das. And it’s working. 

Mr. Jordan. All right. 

Ms. Desoer. I can’t tell an exact number, but the potential does 
exist because of the Treasury incentives, that it enabled it to make 
more sense for the investor to be a HAMP modification. But I think 
many of them would have qualified. 

Mr. Jordan. Many? 

Ms. Desoer. Many. But I don’t know the exact number. 

Mr. Jordan. Mr. Friedman. 

Mr. Friedman. About two-thirds would qualify for proprietary 
mod. 

Mr. Jordan. Two-thirds of the permanent — I mean, what’s the 
number. 

Mr. Friedman. The question, I believe, was, of the HAMP par- 
ticipants, how many would have qualified under a proprietary 
modification program? And about two-thirds of those would have. 

Mr. Jordan. Let me ask it more specifically. Of those in HAMP 
who got into permanent status in HAMP, would any of those not 
have gotten into permanent status with one of your programs. 

Mr. Friedman. Only those who would be limited by certain in- 
vestor concerns under our pooling and servicing agreement. So it 
would be a small amount. 

Mr. Heid. I think a timestamp on this is important. If the issue 
is right now, I think right now, with all the programs available, the 
majority of customers that get a HAMP would probably get a non- 
HAMP. I don’t have an exact number. 

To the other point about customers that are canceling out of 
HAMP, Treasury provided some statistics on that earlier in the 
week. In Wells Fargo’s case, somewhere between 70 and 80 percent 
of the HAMP cancelations are resulting in some other form of sav- 
ing the home or avoiding foreclosure. 

Mr. Jordan. Mr. Lowman. 

Mr. Lowman. Most would qualify for the proprietary program. 

Mr. Jordan. So, I mean, here we are. We got a program that has 
promised $75 billion, 3 to 4 million folks it was going to help. It 
has helped 346,000, to date, to get into permanent. And yet, the 
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vast majority of those who made it into the permanent would have 
made it in one of your own modification programs without putting 
taxpayer money — without this big government hassle and mess. 
And then those who got kicked out, we are also finding out the ma- 
jority of them you could have helped. 

Mr. Pinto, I know you want to weight in on this. We’ve got 30 
seconds. Go ahead. 

Mr. Pinto. I will just add one fact. About 60 percent of all HAMP 
mods are Fannie/Freddie. So this issue of — yes, there are some in- 
vestors outside of that, but Fannie and Freddie is the majority of 
it. And, of course, they don’t need to be paid an incentive to do 
what they need to do. 

Mr. Jordan. Great point. 

Mr. Chairman, I think this points out — well, I think it is obvious 
what it points out. 

I yield back. 

Mr. Cummings [presiding]. The gentleman’s time has expired. 

Let me just go to — Ms. Speier, when she was here, she said 
something that I agree with. You know, HAMP is fine, but my con- 
stituents want to have some kind of relief. And so, whatever it 
takes to accomplish that, that is what we are trying to do. 

In my district, we hold what we call foreclosure prevention con- 
ferences. We have done 15 of them — four of them so far. We just 
did one about a week ago. And as I listened to your testimony, I 
understand better now why we are able to save at least two-thirds 
of people’s houses. 

And a lot of it goes to, when you talk about documents, what we 
found in our office is that, a lot of times, it is an intimidating proc- 
ess with regard to these applications. And we have two people on 
our staff and basically what they do almost full-time is help people 
with foreclosure because it is a difficult — it is not the easiest of 
processes. 

So I want to go to you all and just ask the question — you say 
that one of the reasons why it’s so difficult and people stay in the 
temporary phase is because they are not getting the proper docu- 
ments in and they are not turning in the way they are supposed 
to. Well, what we have found is that, be it HAMP or anything else, 
that a lot of times the mortgage companies are understaffed. I 
mean, and I can tell you that for a fact. Now, it has gotten better. 

And so, when people would call in, first of all, they couldn’t get 
anybody on the phone. Then, if they got somebody on the phone, 
they got the runaround. And then, if they got somebody and was 
able to avoid the runaround, then the paperwork got all mixed up. 
And I have seen instances where paperwork has been sent to the 
mortgage company four or five times, and then the mortgage com- 
panies, some of the same companies sitting here now, have said to 
my people — and I know this for a fact — that they never got it. And 
we have actually sent paperwork from our office. 

So I want to know what you all have done with regard to staff- 
ing — that is, training staff. It’s one thing to have staff; it’s another 
thing to have staff that is properly trained. And what have you 
done with regard — it seems like you’re saying that, in order for 
people to move from a temporary to a permanent, it seems like pa- 
perwork is one of the main things that is holding them up. 
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And I heard, I think you, Ms. Desoer, say that some of these peo- 
ple are not making payments during the temporary stage. I think 
was it you who said 40 percent? See, we don’t find that to be the 
case. We find people that want to make the payments. And we 
have actually found a lot of people who have made payments and 
then the mortgage company told them they didn’t make payments. 
And, literally, my staff would have the copy of the check or the 
money order in their hand. So, you know, there is a disconnect 
here. 

So the question is — I’ll start with you, Mr. Heid, since I’m kind 
of familiar with Wells Fargo. Why don’t you tell us what you all 
are doing with regard to that staffing? And have you found that to 
be something of significance? And if you did staff up, how did it af- 
fect the operation and your results? 

Mr. Heid. Sure. I think your criticism is very fair a year ago. We 
were not where we should have been a year ago. We have made 
a lot of progress in the course of the last year. We have attended 
your events, we have created our own events as ways to gather the 
documents. 

And I think, most importantly, what we have implemented — and 
by the end of the month, we will be done — is our one-to-one ap- 
proach, where every single customer will know exactly who they 
are working with and everybody on our side knows exactly which 
customers they are accountable for in a one-to-one way. In order 
to get there, we have added more than 10,000 people over the 
course of the last year. 

Mr. Cummings. It’s kind of expensive, huh? 

Mr. Heid. I’m sorry? 

Mr. Cummings. Kind of expensive. 

Mr. Heid. Yes, it is. 

Mr. Cummings. Would you all rather see somebody stay in a 
house than be foreclosed upon? 

Mr. Heid. Absolutely. 

Mr. Cummings. And why is that? 

Mr. Heid. I mean, foreclosure is the absolute last resort. I mean, 
a lot of reasons. I mean, one, it’s the right thing to do. Beyond the 
right thing to do, economically, it is always in the investors’ inter- 
est, our shareholders’ interest, the community interest, customer 
interest, to do everything you possibly can to keep the customer in 
the home or find an alternative to foreclosure. 

I think every one of us sitting at the table would completely say 
to you, foreclosure is absolutely the last resort. 

Mr. Cummings. Chairman Towns and I sit on the conference 
committee for Wall Street reform, and there was an amendment 
yesterday to make sure that there was a revolving loan fund for 
$3 billion to help people who may have lost their jobs. 

Every single Republican voted against it — every single one of 
them. And I heard some of them say a little bit earlier that they 
were concerned that not enough was being done by Congress. For- 
tunately, it passed on the House side in the conference. 

But I see my time is up, and perhaps I can get some answers 
to whether you all believe such a thing is very important later. 

Mr. Turner. 

Mr. Turner. Thank you, Mr. Chairman. 
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Thank you for all being here, and thank you for being so helpful 
in your answers. Because, as you know, we are all struggling and 
trying to figure this out. And, as we are trying to figure it out, you 
have specific expertise, not just in your view of the government 
program, but in the issue of what is happening in the market, what 
is happening with homeowners, and what needs to be done. So I 
appreciate that you have been so forthcoming. 

As I said in my opening, you know. Treasury Secretary Geithner 
yesterday, when appearing before the congressional oversight 
panel, said about Hi^P, “This program was not designed to pre- 
vent foreclosures. It was not designed to sustain homeownership at 
a level that would be unacceptable, imprudent to try and do.” 

He was then asked about the homeownership rate level, what 
would it be, what would be a market-efficient number. Someone of- 
fered 65 percent, and he tended to agree that was an objective. 

Reuters relates his statement as, “Geithner said he agreed with 
the assessment that housing will only stabilize as more home- 
owners become renters again.” 

Do you guys agree with that? Do you agree with our Treasury 
Secretary that our market will only stabilize as more homeowners 
become renters? Because that seems contrary to what our whole 
goal was here, in trying to stabilize homeowners in their home. 

Mr. Das, I will start with you. 

Mr. Das. Congressman, I’m not qualified to answer the Treasury 
Secretary’s response. 

But I will say that, when we focused on HAMP as an industry, 
we wanted to create a great uniform baseline across the country. 
There was no baseline modification. There were all kinds of propri- 
etary programs. So, in the last year, HAMP has done — we have 
done a great deal with respect to HAMP to get to a uniform base- 
line. 

However, there will be fallouts and there will be re-defaults. And 
I believe that the issue needs to move — the focus needs to move be- 
yond modifications to foreclosure prevention. And I believe that 
short sales and deeds in liens are the programs that we should 
really focus on. And I believe that is where 

Mr. Turner. Ms. Desoer, do you believe more people need to be 
renters? 

Ms. Desoer. The HAMP program and other modification pro- 
grams are primarily built to ensure that the payment is affordable. 
And what HAMP has done is set a new standard for the industry 
at that 31 percent debt-to-income ratio of the mortgage, taxes, in- 
surance, homeowners association, to income. And in that spirit, 
there are a large number of people who would not qualify. 

And I agree that, at some point, if they can’t afford to sustain 
a mortgage payment at a level commensurate with their income, 
then they do need to move on to alternative kinds of housing. And 
that is what short sales and deed in lieu and other programs are 
attempting. And we are working hard to ensure that there is a dig- 
nified transition as an alternative to 

Mr. Turner. The comment the Treasury Secretary made, which 
is why I’m asking the question — and I disagree with the Treasury 
Secretary — is that, it is not that he is talking about the individual 
decision of a homeowner as a borrower who finds himself in an un- 
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tenable debt position and then must make the choice of leaving the 
home, surrendering it, going through, then, the process of becoming 
a renter. He is actually saying that, for housing prices to stabilize, 
that he personally believes that more homeowners should become 
renters, according to Reuters. And that seems contrary to this pro- 
gram. 

And, of course, he characterizes it here as, “This program was 
not designed to prevent foreclosures,” which I could have sworn 
that’s what President Obama said it was supposed to do. 

Mr. Friedman, what do you think about more people becoming 
renters? 

Mr. Friedman. Well, again, you know, I wasn’t around the Sec- 
retary when he made the comment, but, I mean, I do believe it is 
a fact that not all homeowners can afford their mortgage payment. 
And, as a result, like many of us, if you spend too much money on 
something, you have to cut something else out. And I think, you 
know, that could very well be what he meant. 

I think, as a general policy, I think homeownership is a great 
thing if people don’t get greedy and they can then pay their mort- 
gage and can afford all those things that go along with homeowner- 
ship. 

Mr. Turner. Well, one other thing I want to add, because my 
time is expiring, is that, in listening to all of your testimonies 
about how you have been approaching homeowners, I can tell you 
that the anecdotal stories that we hear from realtors, from non- 
profits that are trying to assist homeowners, is that the loan 
servicers are not responsive; that, in fact, it is an incredibly dif- 
ficult process even when you have a social worker that is sitting, 
guiding someone through the process; that, in fact, you are making 
decisions that don’t follow the market; that, when there are short 
sales that are offered, that, in fact, you allow the loans to go to 
foreclosure. 

And I wanted to say, Mr. Chairman, I think one thing that would 
be really helpful is to have, not a panel of loan servicers, but have 
loan servicers on one side of the room and have realtors and non- 
profits that are helping people on one side of the room, and let 
these two people go at it. Because we are hearing a different story 
than you’re telling us today. 

Mr. Cummings. The gentleman’s time has expired. 

Mr. Kucinich. 

Mr. Kucinich. Thank you very much, Mr. Chairman. 

To the gentlemen and gentlelady at the table, each of you rep- 
resents lenders or agents of lenders who would not exist in their 
current form but for the beneficence of the U.S. taxpayer. And I re- 
mind each of you that, without the continued support of the Amer- 
ican taxpayer, there would be virtually zero residential housing 
market activity. 

The issue before us today is, why in the world aren’t you giving 
loan modifications to more eligible borrowers? Why are you denying 
loan modifications to my constituents, in spite of the fact that we 
have a Federal program which pays you, the mortgage holders, an 
incentive to modify the terms of the mortgages and compensates 
you for many of your costs? I would like to hear some justification. 

Mr. Lowman, do you want to respond? 
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Mr. Lowman. Yeah. We are helping all the people that come to 
us and that we contact. We have made extensive investments in 
people, systems, infrastructure. 

The folks that don’t get a modification, it’s generally for two rea- 
sons: Either they failed to pay us during the trial period or they 
don’t qualify for the programs. Mayhe their income isn’t enough to 
afford a home, or they don’t provide the required documents. 

Mr. Kucinich. ok. Well, let me just share this with you. At the 
end of May, my State of Ohio had 136,910 seriously delinquent 
loans, and only 12.95 percent of those loans have heen modified. So 
here is Ohio, it is 42nd out of 51, including the District of Colum- 
bia, in the ratio of HAMP modifications to seriously delinquent 
loans. 

Now, in early May, I held an open meeting in my district with 
Treasury Assistant Secretary Allison. And in that meeting, I want 
you to know, Mr. Lowman, that in Cleveland, OH, I heard from nu- 
merous advocates and homeowners that your bank is the most dif- 
ficult one to deal with, when it comes to loan modification. Over 
and over, I have heard that Chase has been especially slow to proc- 
ess paperwork. I have heard that Chase denies borrowers modifica- 
tions without supplying a reason. I have heard that Chase leaves 
borrowers facing foreclosure in limbo. 

Now, of the four largest mortgage servicers, all of which are rep- 
resented here today, why is the average length of trial modification 
for Chase mortgagers nearly IV-i months, Mr. Lowman? 

Mr. Lowman. As we have mentioned, all of us have mentioned, 
the resource needs for this program have outstripped our ability to 
have the right number of people in seats performing the functions. 
We have 

Mr. Kucinich. So you’re saying you don’t have enough people to 
handle the program? 

Mr. Lowman. We have historically not had enough people to han- 
dle the demand for the program. We were one of the first out of 
the box when the HAMP program was announced, and we started 
accepting applications 

Mr. Kucinich. Here’s what I don’t — excuse me, because I have 
limited time here. I’m sorry to interrupt you. 

The program has been going on for 19 months. 

Mr. Lowman. That’s correct. And we 

Mr. Kucinich. Now, it seems to me 

Mr. Lowman [continuing]. Have hired thousands of people in 
those periods. 

Mr. Kucinich. I understand. It seems to me, you know the de- 
mand. Your performance is very weak. If you know there is a de- 
mand and you’re getting incentivized anyhow from the taxpayers, 
see, I just wonder how hard you’re really trying. That is the con- 
cern that I have. 

And when I get reports from my own constituents that you’re de- 
nying modifications without supplying a reason and you’re leaving 
borrowers facing foreclosure in limbo, your explanation doesn’t cut 
it. 

Mr. Lowman. We have increased our staff. We have invested in 
our systems. We have, historically, had a backlog of loans that are 
in trial, and now we are literally looking at every loan that is in 
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a trial, beyond its original trial period, looking at it loan by loan, 
making sure that we don’t leave any stones unturned to give folks 
a modification. And 

Mr. Kucinich. What do I tell my constituents when they tell me 
Chase won’t work with them? 

Mr. Lowman. They should call the 1-800 number. 

Mr. Kucinich. Should I call the 1-800 number? Is there a num- 
ber I can call you, Mr. Lowman? 

Mr. Lowman. Absolutely, there is. 

Mr. Kucinich. On behalf of my constituents? 

Mr. Lowman. Yes. 

Mr. Kucinich. OK. We will chat afterwards. 

Mr. Lowman. Yeah, absolutely. I’d be happy to do it. 

Mr. Kucinich. I want to help you do more and do better. 

Mr. Lowman. We have a number that I can put on the record, 
1-800-335-0123, for anybody who has constituent complaints. I’d 
be happy to personally deal with them. 

Mr. Kucinich. I just want to make sure, Mr. Chairman, it’s not 
like those bumper stickers that say, ‘You like my driving? Call 1- 
800—“ 

Mr. Cummings. The gentleman’s time has expired. 

Mr. Duncan. 

Mr. Duncan. Well, thank you, Mr. Chairman. 

We have a memo that says more borrowers have been kicked out 
of HAMP than have received permanent modifications. Cumula- 
tively, HAMP has now placed 346,000 borrowers in permanent 
mortgage modifications, but this is overshadowed by the fact that 
429,000 temporary modifications and 6,300 permanent modifica- 
tions have been canceled. 

But I’m now told also that the Fitch ratings service recently 
came out and said that they estimated that 75 percent of those per- 
manent modifications will ultimately default. And then I’m also 
told that TARP set aside $75 billion for this program but only $30 
million to $40 million has been paid out in the first year and a 
half. 

At that rate, it would take 200 years, roughly, I guess, to get all 
this money out, which it seems to me ridiculous that they have set 
aside that much money for what it now appears to be a failed or 
failing program. Because I just heard, in response to questions 
from Chairman Jordan, that only about 10 to 20 percent of your 
loan modifications are under HAMP in the first place. 

And we were told before the hearing, and my understanding is 
now that has been confirmed here by most of you, that almost all 
of these modifications under HAMP you would have tried to work 
out through your own private modification programs. 

So I don’t believe I have ever heard of a program that is doing 
less or working in a worse way, just about. 

And I’m wondering if any of you would dispute what Mr. Pinto 
said when he estimated that HAMP will ultimately need only 6 to 
8 percent of its original goal. And he used the words “numbing 
complexity.” Do any of you dispute that estimate, that very pessi- 
mistic estimate that he has presented here today? Or would any of 
you dispute his description of the requirements as being “numbing 
complexity?” 
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Mr. Das. Congressman, I’m not sure that I would use that 
phrase to describe HAMP. I believe that we all stood behind HAMP 
and created it together, along with the Treasury Department. We 
wanted to make sure that we had one uniform program, and we 
really focused on scale on that program. And I think it’s important 
for us to understand that we all collectively got behind this prob- 
lem and focused on scale. Last year, it wasn’t the case. 

More importantly, we got the GSEs to come behind the program. 
And all our loss mitigators now had one program that they had to 
deal with, as opposed to nuanced proprietary programs. So I be- 
lieve that HAMP worked and worked in scale when it needed to. 

However, I believe there is a part B to that, which is that this 
problem is moving. It’s moving forward. And I believe that we now 
need to focus on the fallout from HAMP, we need to focus on re- 
defaults, and we really need to focus on a targeted foreclosure-pre- 
vention program. 

So HAMP needs to evolve, no question, but I think that it served 
its purpose when it did. And I want to applaud my colleagues for 
having tried as hard as they did, along with ourselves, in scaling 
what was an important response to homeowners at the time. 

Mr. Duncan. Any other comments? 

Ms. Desoer. If I may. I’d just add one other thing. That is, be- 
fore HAMP, there was — I think one of the significant advantages 
of HAMP has been the establishment of standards. And, in particu- 
lar, the debt-to-income ratio that was used even on our proprietary 
programs prior to HAMP was higher than the 31 percent. 

And to establish that as a standard that is usual and customary, 
so that where we have the ability to work on behalf of investors 
we can do so, has enabled the results we do have with HAMP, but, 
equally importantly, the results that we do have in our proprietary 
programs, as well. So that is a significant advantage. 

Mr. Duncan. Of course, if it was working the way it should, your 
companies would stand to make a lot of money out of it and become 
government contractors, at least to the extent for this program. 

Thanks very much. 

Mr. ISSA. Would the gentleman yield? 

Mr. Duncan. Yes, yes. I’d yield. 

Mr. IsSA. Following up on that, ma’am, if you, in fact, had the 
higher debt-to-income ratio, in other words, if Treasury had effec- 
tively set it at 45, 55, wouldn’t you have more loans going out 
today? 

I will ask on my own time. I’m sorry. Go ahead. 

Mr. Cummings. The gentleman’s time has expired. 

Mr. Lynch. 

Mr. Lynch. Thank you, Mr. Chairman. 

I want to thank the witnesses for their willingness to come and 
help us. 

I have to ask, in my State we have seen the number of fore- 
closures double this past month, month of May 2010, compared to 
the month of May 2009. It has actually gone up 120 percent. 

And, unlike when this housing crisis first struck and we saw a 
lot of subprime mortgages out there and poor product and maybe 
people who were in homes that they couldn’t afford, now we see the 
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greatest correlation is unemployment with people not being able to 
stay in their homes. 

And I’m wondering if this tool that we initially came up with, the 
HAMP program, is the right tool to deal with that type of problem. 
Because if someone is out of work and there is not the stream of 
income to support a mortgage, it doesn’t matter how you design it 
or how you modify it, if there is no income to support that mort- 
gage, it’s going to end up in foreclosure. 

And so. I’m fearful — I see how this is all working out. I see all 
the attempts you’re making. I also see about 440,000 people who 
were kicked out of the HAMP program, the trial program, because 
you could not verify income. So what I’m afraid of was happening 
here, under TARP, which created the HAMP program, which I 
voted against because I did not approve of the bailout for the Wall 
Street banks, under this program, you’re being paid an awful lot 
of money to process these attempted modifications, these trials. 

But after you do all this work, which you’re being paid for by tax- 
payer money, I see 434,000 people kicked out of the program. So 
their foreclosures were delayed for a little bit. And it allowed you 
to be paid for that attempt. But, at the end of the day, the taxpayer 
money is spent by your firms because 50 percent of the second- 
mortgage market is sitting at that table right there, 50 percent of 
the national second liens. 

So I just think this is, sort of, insult to injury. We are spending 
all this money on the program. It is accruing to your benefit in a 
significant way. The taxpayer is being hurt, and the homeowners 
are not being helped in a significant way. And I understand the dy- 
namic that is out there now, it is just different, because we have 
all these people who are unemployed. And, in some cases, you can’t 
modify that because there is nothing to support it, no income 
stream. 

But let me ask you straight up, do you think this program should 
be continued beyond October? We only have a few months left here. 
There have been very few people helped by this program. But, as 
the folks that are administering this and seeing how many people 
are being helped and how much money is being spent here, do you 
think this program should be extended come October, given the fact 
that we still have streams and streams of foreclosures coming down 
the pike? 

Mr. Das. 

Mr. Das. Yes, sir, I believe that the short answer is that I believe 
that this program should be continued. As I have said before, this 
program provided a great baseline and a uniform baseline. If we 
didn’t have all of the GSEs and all of the banks participating in 
this program in a uniform way, there could be a lot of consumer 
confusion, as we saw in the beginning of last year. 

I would, however, submit that this program needs to be en- 
hanced. As you rightly pointed out. Congressman, unemployment is 
a big issue. And not being able to have a sustainable income 
stream to make the payment will cost 

Mr. Lynch. Mr. Das, I only have a little bit of time, and I just 
wanted to find out if you wanted the program to be continued. 

Mr. Das. Yes, sir. 

Mr. Lynch. Ms. Desoer. 
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Ms. Desoer. If I could, just one clarification: We are only paid 
as a servicer at the time of the permanent modification, not during 
the trial period. 

And I do believe the program should be extended to allow the 
new components of the program, the second lien program, the 
Home Affordable Foreclosure Alternative short sale program, as 
well as the unemployment and principal forgiveness components of 
it, should be allowed to play out to determine if that can help more 
borrowers stay in their homes. 

Mr. Lynch. Thank you. 

Mr. Friedman. 

Mr. Friedman. Yeah, I think it should be continued now, espe- 
cially in light that the program — now you’re verifying items up 
front. So I think that will actually help see much more positive re- 
sults out of the program. 

Mr. Lynch. Mr. Held. 

Mr. Heid. And I would add, for the 80 percent of the mods that 
are happening outside the program, there is no government pay- 
ment of any kind. 

As far as your question on the program itself, I would continue 
it. I would finish the enhancements already made. I would not ex- 
pand it. 

Mr. Lynch. OK. 

Mr. Lowman. 

Mr. Lowman. Yes, it should continue. 

Mr. Lynch. Mr. Pinto. 

Mr. Pinto. I would not. And if you do continue it, I would ask 
Treasury to provide very clear information, which they promised 
many, many months ago, about re-default rates. They have pub- 
lished virtually no information about re-defaults. 

There is a benchmark for that, and I mentioned it in my testi- 
mony, the Mortgage Metrics Report. You need to know how this 
program is doing compared to the way OCC has been tracking, for 
18 months, modifications. 

Mr. Lynch. Thank you, sir. 

Mr. Chairman, I yield back. Thank you. 

Chairman TOWNS [presiding]. I thank the gentleman. 

I now yield 5 minutes to the gentleman from California, the 
ranking member. Congressman Issa. 

Mr. IsSA. Thank you, Mr. Chairman. 

And before I begin, I think we have both heard enough to know 
that we need to have Treasury back here well before the October 
end, to talk about lessons learned and, if there is to be any modi- 
fication extension, to get to us sooner rather than later. Wouldn’t 
you agree? 

Chairman TOWNS. Well, you know, we have had Treasury in 
here. I mean, so it’s not something that we have not done. You 
know, I think there are a lot of questions that should be raised 
even with people that are involved in terms of with the servicers. 
Because, you know, let’s give you the classic example, and then I 
am going to let you regain your time. I will take this off of my time 
in some kind of way. 

You have people that were put into mortgages, I mean, by folks 
that are no longer, probably, working for the bank now. They are 
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gone somewhere else. And then now they are coming in. You know, 
what happens to them? 

There are a lot of things that, you know — I think we need to 
spend time now talking with the servicers and people who have ex- 
perienced these things. People probably got fired because they put 
people into mortgages that they knew that they shouldn’t have 
gone into. I think these are some of the questions that we need to 
get answered before we even deal with anybody else. 

On that note, I want you to know I did not take it off of your 
time. 

Mr. ISSA. I thank the gentleman. Thank you, Mr. Chairman. 
Thank you for giving us this opportunity today. 

Ms. Desoer, I had previously asked you about the fact that a new 
level of income to debt had been established. Prior to that time, 
well, certainly with stated income, often called “liar loans” and so 
on, somebody could have 100 percent actual income to debt, but 
certainly many people, in your experience, had much higher ratios, 
45, 50 percent, relying on two incomes at their highest level. Isn’t 
that true? 

Ms. Desoer. That’s correct. There were higher incomes in the 
origination side of the 

Mr. IssA. So when we look at failures, and backward-looking, an 
artificially high ability to make a loan, often to flip it to govern- 
ment programs, Freddie and Fannie and so on, but allowing a 
much higher ratio was part of the situation. Because if there was 
any hiccup in the income or if it didn’t appreciate and they weren’t 
able to pull money out, ultimately there was a problem we were 
heading toward, now that you have the opportunity to look back at 
what happened starting in, in the case of Mr. Kucinich’s district, 
in 2006, but in the case of other districts, a little later. 

Isn’t that right? 

Ms. Desoer. Yes. The programs are intended when there is a 
hardship, which means that income has been disrupted, to then re- 
vamp the mortgage payments to be more affordable tied to that in- 
come. 

Mr. IsSA. Right. So at 31 percent, is this the right number, going 
forward? When I was a kid, it was lower. Twenty-five percent 
would have been a stretch, in many cases. 

What would you say the right number is in order to have enough 
cushion for normal ups and downs of income and so on and still 
be able to stay in your home and meet your mortgage? 

Ms. Desoer. I believe the 31 percent ratio is appropriate but not 
for everyone. And, in particular, when you look at a low-income 
household, 31 percent probably is still high. So we have been rec- 
ommending to Treasury that they consider lowering that for cer- 
tain categories of borrowers. And, on a proprietary basis, we are 
looking at the same thing. 

Mr. IsSA. OK. Well, I think that’s certainly good judgment and 
something that I don’t think is partisan here. 

Let me ask one question to all of you. If we had known 10 years 
ago what we know now and if the borrowers had known 10 years 
ago what they know now, wouldn’t you assume that many of them 
would have bought less house than they are currently in, that 
you’re trying to keep them in? 
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What I’m really saying is, you’re trying to keep people in homes 
that are right on the edge of their affording, even after you do 
modifications. 

Wouldn’t it be true that, if they had chosen or were able to think 
again 10 years back and buy a home in a different price range, that 
they might be very good homeowners, while in many cases you 
have a hard time keeping them in the home they have? 

I will just go down the line, and as close to a “yes” or “no” as 
you can. 

Mr. Das. 

Mr. Das. Based on what we know now, absolutely. Congressman. 
And it’s one of the reasons why we stayed away from option ARMs 
to start with. 

Mr. IssA. Yes, ma’am? 

Ms. Desoer. Yes. It’s the reason Bank of America exited the 
subprime business in the year 2000. 

Mr. IsSA. Mr. Friedman. 

Mr. Friedman. I would like to comment. One other thing is I 
think, back to the debt-to-income ratio, it’s our strong opinion that 
you really need to look at the whole totality of the borrower’s situa- 
tion. The debt-to-income ratio under HAMP only deals with the 
housing piece; it doesn’t deal with the debtor’s overall situation. 

Other than that, I would say also yes. 

Mr. IssA. Mr. Heid. 

Mr. Heid. You know, I think hindsight is a wonderful thing. I 
think the key is, we are here now. And the key right now is achiev- 
ing affordability for homeowners that want to and have the willing- 
ness to stay in their home. 

Mr. Bowman. Yes. 

Mr. IssA. Mr. Pinto, I know you would say that we suckered peo- 
ple into too expensive a home. 

Mr. Pinto. Yes. And I would also add that the back ratio that 
was just referred to, the total debt ratio, is running 64 percent. 
And it has actually been going up. And that means that’s before 
food, clothing, anything. 

Mr. IsSA. Right. So, my followup on this is, knowing what we 
know now from 10 years ago, whether it’s HAMP or some of the 
loan modifications, in many, many, many cases, isn’t our real goal 
to keep people in a house often keeping them in a house that is 
bigger and more expensive, even after reductions, than it would 
have been right-sized for them to begin with? 

And, as such, if the Federal Government is going to be trying to 
find affordable housing for people on the edge income-wise, and if 
we are lucky enough to have the Treasury back up here, and if 
they are looking at extending this program, isn’t there a component 
missing from HAMP, and that is that it keeps people in the house 
they’re in, rather than evaluating whether, in fact, there is a com- 
pletely affordable non-renter situation that is eclipsed by the fact 
that they are in this house right now? 

And, you know, I know that is beyond your purview. You’re not 
realtors, and you’re not able to say, “Look, get out of this house and 
get in this house,” in most cases. But isn’t that something that, as 
we are bringing Treasury up, if there is going to be an extension — 
and some of you did look at some continuation of this program be- 
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tween October — isn’t that a component that is fundamentally miss- 
ing, which is affordable housing starts not with the house you 
picked but with the house that was affordable? 

Mr. Das. 

Mr. Das. Congressman, I believe that you raise a very, very im- 
portant and a very interesting point, and I would concur with you. 

Mr. IssA. Ms. Desoer. 

Ms. Desoer. Yes. 

Mr. Friedman. Yes. 

Mr. Heid. You know, I think the key to HAMP and the key to 
any mod program is to make sure it’s affordable now, that the con- 
sumer can afford the home they are in with the payment they have 
right now. 

Mr. IsSA. Mr. Lowman. 

Mr. Lowman. Yes. 

Mr. Pinto. Yes. 

Mr. IssA. OK, I’ll settle for a yes. I can take it for an answer. 

Thank you, Mr. Chairman. I yield back. 

Chairman TOWNS. Thank you very much. 

I now yield to Mr. Connolly of Virginia, 5 minutes. 

Mr. Connolly. Thank you, Mr. Chairman. 

Mr. Lowman, you said that, despite some reports to the contrary, 
HAMP modification performance has been strong, helping hun- 
dreds of thousands of homeowners. 

Could you explain how HAMP augments your other mortgage 
modification programs? 

Mr. Lowman. Yeah, well, we offer — HAMP is top of the waterfall, 
so that is the first program that we offer. And, you know, it is the 
primary, you know, first point of defense in providing the modifica- 
tion. 

If a person for whatever reason doesn’t qualify for HAMP, either 
it’s a jumbo loan or it’s a loan that was done past the date of the 
effective date of HAMP or for some reason it has fallen out of 
HAMP, then we use our proprietary program. 

Mr. Connolly. So one augments the other or complements the 
other? 

Mr. Lowman. Yes. 

Mr. Connolly. Mr. Heid, you stated that HAMP has facilitated 
the industry’s ability to deliver more streamlined solutions than 
ever before. 

Could you elaborate on how HAMP has strengthened mortgage 
assistance beyond the programs offered by the private sector? 

Mr. Heid. I think what I meant by that and what I think is im- 
portant is a timestamp. When you think about how and when 
HAMP was first created, it was the beginning of 2009. At that 
time, most of the loan modification programs that existed required 
an individual handling, an individual approval, from an investor. 
With the creation of HAMP, a more systematic program was cre- 
ated. 

I think HAMP did serve as a catalyst to get other programs 
going. I think it did serve as a bit of a mobilizing event to push 
servicers to take broader actions at a more rapid pace. I think it 
pushed other investors, including Fannie and Freddie, to move in 
a direction of programmatic home and loan modifications. 
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That’s what I meant by the fact that there was a broader effect 
from it. 

Mr. Connolly. So it actually leveraged other programs, private- 
sector programs. But for HAMP, maybe they wouldn’t have — they 
would have been slower, smaller, maybe nonexistent? 

Mr. Heid. At the time. I mean, again, this was 2009. I think it 
certainly sped things along. We are at a different point in time 
right now. 

Mr. Connolly. Any estimate of what the number might be, in 
terms of what falls in the category of additional refinances or modi- 
fications that were leveraged because of HAMP? 

Mr. Heid. You know, I don’t have a number for you. I think what 
I would say is that there were definitely loan modifications at- 
tempts being made throughout. It is not as though customers 
weren’t getting assistance. 

Mr. Connolly. Right. 

Mr. Heid. I think what happened is, the idea of HAMP was a 
national systematic program. And I think national standards, na- 
tional programs are always useful. 

Mr. Connolly. Thank you. 

Ms. Desoer, Mr. Pinto seemed to imply that HAMP is just dis- 
placing private-sector mortgage modification programs, which 
seems to contradict your testimony and that of others on the panel 
that said HAMP complements the proprietary loan modification 
programs Bank of America and others have developed. 

Could you elaborate? 

Ms. Desoer. Yes. And it gets back to the point of which loans 
and which customers are eligible for HAMP. And, again, as I said, 
out of our 1.4 million customers who are delinquent 60 days or 
more, there are about 478,000 that are eligible for HAMP. We lead 
with HAMP in the waterfall for those of options. And if they fail 
to meet the HAMP requirements, then we can offer other alter- 
natives. 

For the rest of the customers in the portfolio, we are doing modi- 
fications, but, again, the advantages that HAMP provided that 
floor or that standard in terms of the debt-to-income ratio and ca- 
pability that we can leverage in those programs for customers who 
are not explicitly eligible for HAMP by its definition. 

Mr. Connolly. If I understand your testimony and that of Mr. 
Heid and Mr. Bowman, far from displacing the private sector, it ac- 
tually provides a certain framework for you to buildupon and ex- 
pand. 

Ms. Desoer. That’s correct. 

Mr. Connolly. Thank you. 

Mr. Chairman, I yield back. 

Chairman TOWNS. I thank the gentleman for yielding. 

I now yield 5 minutes to the Congresswoman from California, 
Ms. Speier. 

Ms. Speier. Thank you, Mr. Chairman. 

While I was not in the room, I was listening to the testimony. 
And I’m somewhat struck by the questioning that was offered by 
Mr. Lynch when he asked if you wanted to see the program con- 
tinue and virtually every one of you said yes, although my col- 
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leagues on the other side of the aisle very much want to see the 
program disappear. 

So it would be helpful to us if you can, in a narrative, provide 
to the committee precisely why you think the program should con- 
tinue. 

Now, Mr. Lowman, I think Congressman Kucinich said that he 
had great difficulties with your particular company. And I would 
like to just echo those. I have a number of cases here that are truly 
disturbing that are loans by Chase. 

This couple, retired school teacher, retired husband. Chase has 
lost four sets of applications. And this is a story we hear over and 
over again, where documentation is sent, documentation is lost. 
When a consumer sends it in four times, has documentation they 
send in four times, and you can’t find it, that is your problem. 

And it reminds me a little bit of the issue with the Minerals 
Management Services, where, basically, if they didn’t permit the 
Horizon Deepwater rig within 30 days, it was automatically consid- 
ered approved. Now, in that particular situation, clearly, that 
shouldn’t have been the case. But we might argue that, here, at 
some point, the lender has to take responsibility for not having the 
documentation, when it has been sent over and over again. 

Now, I have two people dedicated to doing only foreclosures and 
modifications in my office. That is a lot of staff. And I would bet 
that every Member on this panel would say the same thing. 

I would ask you to create a legislative liaison individual within 
each of your companies that we can call. And I would like for you 
to contemplate that. If you are going to do it, I would like for you 
to identify who that is and present it to the committee. If you’re 
not going to do it, I want you to explain to the committee why you 
won’t do it. 

If we are really going to get to the bottom of this and keep people 
in their homes, we’ve got to have more accountability everywhere. 

And I guess, Mr. Chairman, I really don’t have a question. I just 
had a series of statements I wanted to make. Thank you. 

Chairman TOWNS. And it should not be an 800 number, right? 

Ms. Speier. No. No, it should not be an 800 number. 

Chairman Towns. Thank you. 

I now yield to the gentleman from Ohio — I’m sorry, just a mo- 
ment. My staff is saying it’s Mr. Davis. I apologize. 

Mr. Davis. Thank you very much, Mr. Chairman. And I will try 
to be brief so my colleague gets a chance to get his question in. 

Studies have demonstrated and suggested that minority commu- 
nities, minority homeowners have been disproportionately affected 
by the crisis. And I think many people agree with that. Second, 
they suggest that some of the reasons have been targeting of 
subprime loans in these communities and neighborhoods and, of 
course, higher rates of unemployment. 

Are your companies doing anything, as you try and do loan modi- 
fications, to take those factors into account so that these individ- 
uals can experience modifications? 

Mr. Das. Yes, sir. At Citi, we have a program and individuals 
that are dedicated to working with communities on the ground. 
And we have the Office of Homeowner Protection. We actually send 
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people to the sites, to work with communities and help people with 
the documentation process. 

And, as I said in my testimony, we also work very closely with 
HOPE NOW to make sure that we are on the ground working with 
the community. We are very, very closely aligned with the commu- 
nities. I personally go down and 

Mr. Davis. Anyone else? 

Ms. Desoer. This is Barbara Desoer, Bank of America. 

We take a similar approach, where we have dedicated teams. As 
I mentioned in my testimony, we did 360 community events. Those 
events tend to take the place in the communities where the need 
is the greatest, highest disruptions to income and that sort of 
thing. 

So we intentionally supplement our outreach reach via letters, 
via telephone calls, versus one on one, people we send out to home- 
owners, with community events that we participate in and non- 
profits that we help fund to host those events. 

Mr. Davis. Mr. Chairman, could I just ask that each one of the 
witnesses would respond to that question in writing? 

And I will yield back my time so that there might be enough 
time for 

Chairman Towns. I thank the gentleman. 

And, also, let me just add that, also, I would like for you to re- 
spond to Ms. Speier’s question, too, in writing. I would like you to 
respond to both. And we will keep the record open, you know, for 
an additional 7 days to be able to ascertain that information. 

The gentleman from Ohio? 

[The information referred to follows:] 
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David B. Lowman 
CEO, Home Lending 

June 30, 2010 


The Honorable Jackie Speier 
21 1 Cannon House Office Building 
Washington, D.C. 20515 

Dear Rep. Speier: 

During the June 24, 2010 House Committee on Oversight and Government Reform hearing 
entitled “Foreclosure Prevention Part 11: Are Loan Servicers Honoring Their Commitments to 
Help Preserve Homeownership?” you asked for each witness to provide you an answer to a few 
specific questions in writing. 

First, you requested that each witness explain why they would like to see the Home Affordable 
Modification Program (HAMP) continue. We were also asked by Chairman Towns to provide 
you with an answer to your question of having a legislative liaison within our company for 
Members of Congress to contact directly when constituents contact congressional offices with 
problems related to their mortgages. Answers to both of these questions are below. 

Since its inception, JPMorgan Chase has been committed to HAMP, and we remain committed 
to this program. While not an exhaustive list, we support the continuation of the program for the 
following primary reasons: 

• The HAMP program has helped more than 1.2 million homeowners. These borrowers 
have received lower monthly payments, have been given the chance to work their way 
out of financial difficulty, and been afforded the opportunity to consider their options. 
While everyone would like to help more homeowners, protection of this large group is 
itself an achievement that should be recognized and continued. 

• While HAMP has had its limitations, the program continues to evolve in a positive 
manner. Each new addition benefits more borrowers and enables them to stay in their 
homes. Several additions - including 2MP, help for unemployed borrowers, and 

the principal reduction program — cither are in their beginning stages or have not yet 
been implemented, but are very promising. 

• HAMP has established a uniform national approach to a complex financial and 
humanitarian crisis. The program provides a consistent set of rules that must be followed 
by all participating servicers, which has done much to promote greater awareness and 
understanding on the part of struggling homeowners. Without HAMP, the mortgage 
industry would have pursued hundreds or thousands of customized loan modification 
programs with widely differing approaches, resulting in inconsistent treatment of 
borrowers and exacerbating borrower confusion. While many HAMP servicers continue 



105 


to offer their own proprietary modification programs, those programs are designed to 
supplement HAMP and are often structured in a manner that is based on HAMP. 

• Now that HAMP requires borrowers to submit the necessary documents at the outset of 
the process, we believe the conversion rates from trial modifications to permanent 
modifications will increase significantly. This will reduce the frustration that some 
borrowers have experienced where they have made their trial payments but still have not 
qualified for permanent modifications. 

While we believe that HAMP has helped many borrowers stay in their homes, we also believe 
that the program can be improved, In particular, early data indicates that borrowers who 
successfully make three trial payments — evidencing their commitment to stay in their homes — 
perform much better following modification than the current Net Present Value model would 
predict. This is even true of borrowers whose loans were previously delinquent or had high loan- 
to-value ratios. As a result, we believe that Treasury's Net Present Value model should be 
modified to reflect the lower re-default rates of such borrowers, which should make more 
borrowers eligible to participate in HAMP. 

Regarding having a legislative liaison dedicated to responding to constituent concerns raised by 
Members of Congress, Chase currently has analysts from our Home Lending Executive Office 
assigned by state to each congressional office. In the case of large states such as California, we 
have multiple analysts assigned. These analysts are a single point of contact for the customer 
and are responsible for handling all inquiries from the offices in their assigned state to provide 
the best customer service the company has by acting as a liaison between the customer, our home 
lending department, and the congressional office. 

These analysts are instructed to provide regular updates to the customer. The involved 
congressional office also will receive details and copies of communications if a privacy release 
for the case has been received. If a customer has specific questions, the analyst is there to 
provide them with answers. Analysts also keep track of each particular case and are instructed to 
pay attention to the specific details to ensure that there is nothing out of the ordinary. Even 
though we currently have this system in place, we are constantly reviewing and updating to 
ensure that our process provides Members of Congress with a direct and immediate response to 
their constituent inquiries. 

Thank you for the opportunity to comment further on these issues. Please let me know if any 
additional information would be helpful to you or your staff 


Sincerely, 
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David Lowman 

CEO, Chase Home Lending 


cc; Chairman Ed Towns 

Ranking Member Darrell Issa 
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David B. Lowman 
CEO, Home Lending 


June 30, 2010 


The Honorable Danny K. Davis 
2159 Rayburn House Office Building 
Washington, D.C. 20515 

Dear Rep. Davis: 

During the June 24, 2010 House Committee on Oversight and Government Reform hearing 
entitled “Foreclosure Prevention Part II: Axe Loan Servicers Honoring Their Commitments to 
Help Preserve Homeownership?” you expressed concern with minorities being 
disproportionately affected by the housing crisis and asked each witness to explain what our 
respective companies are doing to address this problem and whether we had any programs or 
initiatives that take this problem into consideration. 

As we explained in our testimony, JPMorgan Chase seeks to make available all loss mitigation 
options, including both the Home Affordable Modification Program (HAMP) and our own 
proprietary modification programs, to all of our borrowers without regard to race, national origin, 
religion, age, gender, or any other prohibited basis. Specifically, though, we have undertaken 
several measures to address the concerns associated with foreclosures in minority communities, 
and several of these are explained below: 

• Chase has opened 5 1 Chase Homeownership Centers (CHOCs) in the hardest hit areas in 
the country. Many of the Centers are located in minority communities. Our experience 
has shown that the CHOCs are particularly popular with minority borrowers because the 
Centers provide a hospitable environment in which borrowers can meet face-to-face with 
trained counselors and explain their unique issues. 

• Chase has either hosted or participated in over 700 homeowner events in 2009 and in 
2010 to date to educate and inform homeowners about the loan modification process and 
assist them in the completion of modification request documentation. The homeowner 
events have been located in communities that have experienced high levels of mortgage 
defaults. For example, a recent homeowner event in Atlanta, GA resulted in Chase's 
receipt of over 1,700 loan modification applications, which are being promptly processed. 

• We have established a Foreclosure Review Committee which reviews each loan before 
foreclosure proceedings are commenced to make sure that no other loss mitigation 
alternative is available. 
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• Chase has established a program that allows those who were denied a loan modification 
to appeal the denial. If the borrower has additional information that should be 
considered, the borrower can send the information to a designated unit and Chase will 
make a further determination regarding the borrower’s eligibility for a modification 
under HAMP or other program. We also have worked to refine our process to assign a 
single point of contact to complaints forwarded to us by Treasury and have been 
improving our customer communications to reduce the number of questions/complaints 
from borrowers. 

• Chase has established its own proprietary loan modification programs to assist borrowers 
who cannot qualify for modifications under HAMP. The Chase program has assisted 
many borrowers who have fallen outside the reach of HAMP. 

Thank you for the opportunity to comment further on this issue. Please let me know if any 
additional information would be helpful to you or your staff. 

Sincerely, 

-X -P 

David Lowman 

CEO, Chase Home Lending 


Cc: Chairman Ed Towns 

Ranking Member Darrell Issa 
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Chairman Towns, Ranking Member Issa, and Members of the Committee, thank you 
once again for providing us with the opportunity to discuss the efforts of American Home 
Mortgage Servicing, Inc. (AHMSI), in assisting boiTowers who face the possible loss of 
their homes and to discuss the prime role the Home Affordable Modification Program 
(HAMP) plays in those efforts. During the hearing on June 24, 2010, additional 
questions were posed by members of the Committee, who requested that our responses be 
in writing. 

In response to Representative Speier’s question as to why AHMSI would like to see a 
continuation of HAMP, as we previously testified, AHMSI believes that the program is 
beneficial to all parties — borrowers, lenders, servicers, investors, and the American 
public in general. By establishing national standards for processing and underwriting 
loan modifications, HAMP has provided servicers with guidelines and a legal safe harbor 
that mitigate the potential for costly investor litigation and allow servicers to more 
aggressively pursue loan modifications. Because loan modifications restore cash flow to 
distressed mortgages and help capable borrowers to keep their homes, HAMP allows 
AHMSI to assist more bon'owers while fulfilling our responsibility to act in the best 
interests of our investors. However, as noted in detail in our written testimony, there is 
ample room for improvement in the HAMP standards. Consequently, we believe the 
program should be continued through to its scheduled sunset on December 31, 2012. 

Representative Speier also inquired as to whether servicers would be willing to designate 
a liaison dedicated to working with Congressional staffs to address voter questions and 
concerns. In this regard, we have established a dedicated toll free number of 866-612- 
3848 that Congressional staff members may call. This number accesses our Office of the 
President, which is an escalated call center team housed in Coppell, Texas. Because the 
number is dedicated to Congressional staff members, we would ask that it not be 
provided to the general public for initial inquiries regarding loan modifications. 

Delegate Norton asked what assistance in terms of forbearance servicers are offering to 
unemployed homeowners seeking new employment. While we will implement the Home 
Affordable Unemployment Program beginning on August 1, 2010, we also 
currently offer an infoimal forbearance period on a case-by-case basis that typically lasts 
three months but that can be extended based on the particular circumstances of each 
boiTower. Since January 1, 2010, AHMSI has placed more than 2,100 borrowers in 
temporary forbearance plans to address unemployment and other shorter term financial 
setbacks. However, because our loan system of record currently cannot distinguish 
between unemployment and other temporary financial setbacks as the reason for the 
forbearance, we are unable to provide you with a specific number of plans that were 
offered due to unemployment. 

Finally, Representative Davis asked what servicers were doing to address the 
disproportionate impact of foreclosures on minority communities and inquired as to 
whether servicers had any programs or initiatives that take these factors into account. As 
we testified on June 24* , AHMSI did not originate and does not hold the loans that it 
services. However, we do have strict policies prohibiting discrimination against 
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protected classes and train our associates with respect to Fair Lending issues. As a result, 
we apply neutral, objective standards as required under HAMP and as deteimined by our 
servicing agreements. We also comply with HAMP reporting requirements with regard 
to collecting government monitoring information on race and ethnicity. 

In addition, AHMSI is firmly committed to assisting financially distressed borrowers, 
including those in minority communities. To this end, we have taken several afBmiative 
steps to reach out to those communities: 

» We have built relationships with 86 counseling agencies. 

• As members of the HOPE NOW Alliance and the Homeownership Presemtion 
Foundation, AHMSI conducts coordinated monthly mailings to at-risk boirowers 
advising them of the potential availability of workout options. 

• We participate extensively in outreach events and, in these endeavors, have joined 
such groups as HOPE NOW, the Neighborhood Assistance Corporation of 
America, the Credit Counseling Resource Center, Fannie Mae, the Department of 
Housing and Urban Development, the Federal Reserve, HOPE/HOPI, 
NeighborWorks, and local fair housing offices. 
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I’m sorry that my colleagues from the other side have left, be- 
cause I wanted to refresh the memory especially of Mr. Jordan 
from Ohio because we served in the State legislature in Ohio to- 
gether, and we did know about the problems 8 years ago because 
we did a very extensive study on subprime lending in the State of 
Ohio. And the Democrats pushed hard for legislation that would 
have cracked down on subprime lending. It was predatory lending 
legislation. And it was my Republican colleagues that held that up. 
And they held it up for years. 

And the same thing was happening in this very Congress. Steph- 
anie Tubbs Jones, who has since passed away, in 2001 introduced 
predatory lending legislation. It was done year after year after year 
after year. 

And I think the voters have to understand that the reason we 
are here today talking about loan modifications is because, not just 
of the economy today and the foreclosures, as Mr. Lynch described, 
due to unemployment, but because of all the poor underwriting and 
the securitization of the loans in the subprime market that could 
have been prevented had we addressed predatory lending legisla- 
tion in this Congress, that could have been prevented had we 
passed predatory lending legislation in the States. But the Repub- 
licans repeatedly stood in the way of that. 

And now today, as the conference is meeting in Financial Serv- 
ices that might address the underlying problems of the lack of reg- 
ulation in mortgage-backed securities and credit default swaps, my 
Republican colleagues are again standing in the way and trying to 
prevent any systemic changes to the system that got us here in the 
first place. 

So I think it’s sad that we are here today talking about all of 
these loan modifications because I don’t think many of these loans 
should have happened in the first place, because so many of them 
were in the subprime market. And while I appreciate that some of 
the financial institutions quit writing in the subprime market 
years ago, Ms. Desoer, I will remind you that Countrywide was 
very, very active in the subprime market and led to thousands of 
foreclosures in the State of Ohio. 

My question to you is this. I have gotten a lot of complaints back 
home, as we look at people who are trying to seek modifications, 
that the modifications, although the discussions have started — and 
these haven’t been finalized, these modifications — the banks con- 
tinue to proceed with foreclosure proceedings. 

This is sending mixed messages. And while I realize Treasury 
has sent out some directives on this recently. I’m very concerned 
that we are sending mixed messages to homeowners who are trying 
to seek modifications but, at the same time, hearing from the bank 
that they are foreclosing on their property. 

I would like to know what each of your financial institutions does 
in that case and whether or not we should stop the practice of pro- 
ceeding on foreclosures if we are in negotiations on loan modifica- 
tions, so that it doesn’t lead to the homeowners backing out be- 
cause they fear their house is going into foreclosure anyway. 

Mr. Das, we’ll start with you. 

Mr. Das. Congressman, let me be very clear that foreclosure is 
absolutely the last and least preferred alternative for Citi. When 
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we offer somebody a HAMP modification, if they fall out of HAMP, 
we immediately offer them a whole range of Citi supplemental 
modifications. In fact, we were able to double the number of modi- 
fications we offer as a result of our proprietary programs. If they 
fail that, we offer them short sales and deed in lieu programs ag- 
gressively so they can 

Mr. Driehaus. If I can interrupt you, because we do have a vote, 
what I am trying to find out is when you begin the discussion with 
a homeowner on a loan modification, do you stop the foreclosure 
process, or do you allow it to continue until that modification is fi- 
nalized? 

Mr. Das. We stop the process. In fact, in our trial modification 
process, we reached out to people who are in foreclosure and of- 
fered them trial modification. 

Mr. Driehaus. So as soon as trial modification is offered, you 
stop the foreclosure process? 

Mr. Das. Yes. 

Mr. Driehaus. Ms. Desoer. 

Ms. Desoer. We continue the process in parallel, but we are in 
compliance with the Treasury directives about how that should be 
handled, and we have significantly enhanced the communications 
to try to mitigate the concern of the borrower with the promise that 
we will not take that home to foreclosure sale while they are in the 
process of being considered for a modification. 

Mr. Driehaus. And I have a concern, because it sounds as if you 
are reaching out to the consumer, trying to work on a modification, 
but at the same time that hand is reaching out, you are about to 
slap it with a foreclosure, so mixed messages are, in fact, being 
sent. 

Wouldn’t it be better for us to back off on the foreclosure, since 
we have all said that the foreclosure is the last thing in the world 
that you want anyway, allow the modification time to work, and if 
it doesn’t work, then go ahead and proceed with the foreclosure 
process? But the fact we are on this dual track is very much send- 
ing mixed messages. 

Ms. Desoer. Again, what we are trying to balance is the inter- 
ests of all the constituents, including that of the investor in the 
party, and if that does not go through, in some places to restart the 
foreclosure process is a very lengthy period of time. So we are try- 
ing to preserve that timeline. But, again, we have significantly en- 
hanced communication, and we are in compliance with the Treas- 
ury’s guidance. 

Mr. Driehaus. Mr. Friedman. 

Mr. Friedman. Our process is much the same as Bank of Ameri- 
ca’s. 

Mr. Heid. I believe for the customer working with us, I believe 
we stop the foreclosure process. The other procedure we have in 
place is before a customer’s loan goes to completion of foreclosure, 
we make sure to take a second look to make sure every opportunity 
has been exhausted. 

Mr. Bowman. We have a similar process. We do two quality 
checks, one before we commence the foreclosure, and then one right 
before sale, to make sure that we don’t foreclose on someone that 
is in the process. 
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Mr. Driehaus. Again, Madam Chair, I would remind the com- 
mittee that there seems to be a broad differentiation between the 
financial institutions and the servicers in this case, and it really is 
a problem for borrowers who are getting mixed messages from the 
services, who are genuinely working and trying to save their 
homes, but fear that the bank is going to move forward anyway, 
and because they are hell-bent on having a foreclosure. 

So while we are all saying foreclosure is the last thing in the 
world we want to do, I think we are sending a very mixed message 
when we are proceeding with foreclosure actions while at the same 
time attempting to work on a modification. 

So I would leave it at that and yield back the balance of my time. 

Ms. Norton. The gentleman’s time has expired. 

I am going to ask a question in the absence of the chairman. This 
program, HAMP, has been such a disappointment. Perhaps we had 
our hopes too high. But to the credit of the administration, it keeps 
trying. And here is a question about what would perhaps be the 
most difficult aspect of the program, where Treasury announced 
the Home Affordable Unemployment Program that provides 3 to 6 
months forbearance to unemployed homeowners while they seek 
employment. We understand that some companies have provided 
such forbearance to unemployed borrowers before. I am sure that 
in the normal course of downturns, for example, that was not un- 
usual. 

Let me ask all of you, have any of you, and tell me the extent 
to which any of you have participated in the forbearance program, 
beginning with you, Mr. Das? 

Mr. Das. We launched the program — we launched an unemploy- 
ment assist program in March 2009, when unemployment was ris- 
ing and there wasn’t a denominator to calculate debt-to-income ra- 
tios. But we kept it very simple. 

We support the Treasury’s program, but we believe that the pa- 
perwork may have been a little more nuanced than one would have 
wanted. All we asked for in our program was an unemployment 
document of proof of unemployment, and if it was an owner-occu- 
pier, we just made it a simple payment of $500 a month for 3 
months. We would have liked to extend it to 6 months. 

What it did was it paused the whole foreclosure process and the 
whole people missing payments process, and it enabled people to 
get into HAMP, which was a very, very powerful outcome for that 
program. 

Ms. Norton. Was this on your own? 

Mr. Das. This was on our own. 

Ms. Norton. Are you continuing it with this 3- to 6-months for- 
bearance? 

Mr. Das. Absolutely. We are extending it to the new Treasury 
program. But we didn’t wait for that. We started it on our own. I 
am delighted to see that the Treasury program is actually based 
on some of the attributes of what we did. 

Ms. Norton. Ms. Desoer. 

Ms. Desoer. Yes, we have been doing forbearances for unem- 
ployed, and we will actively participate in the government’s pro- 
gram, and we are looking at our own proprietary program that 
could potentially extend beyond the 6 months under certain cir- 
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cumstances, just because of the length of unemployment for some 
of our customers. 

Ms. Norton. Mr. Friedman. 

Mr. Friedman. We have always had a forbearance for that par- 
ticular reason prior to HAMP and post-HAMP as well for 3 months. 
I know that you are considering a longer situation. That becomes 
very expensive for us as a servicer going forward, because whether 
the borrower in our situation makes payments or not, we, the 
servicer, have to make those payments on behalf of the borrower 
to the investor. So anything longer than the 3-month period be- 
comes very expensive for us. 

Ms. Norton. Mr. Heid. 

Mr. Heid. We have done about 100,000 such customer cases be- 
fore the HAMP modification was changed. The Treasury program 
is very similar to the one we were offering before. So we are in the 
process of converting over, and we will continue to help customers 
that don’t qualify for HAMP as well. 

Ms. Norton. Mr. Lowman. 

Mr. Lowman. We have always offered forbearance to unemployed 
borrowers and will participate in the Treasury program. 

Ms. Norton. Mr. Pinto. 

Mr. Pinto. I have nothing to add. 

Ms. Norton. Could I ask that all of you provide to the chairman 
the number of homeowners starting with the beginning of this year 
to whom you have given forbearance? 

I understand that this, of course, is something that might have 
been routinely done before; you had a customer, it was the appro- 
priate thing to do under the circumstances. Of course, these cir- 
cumstances are very different because there are high levels of un- 
employment. So I would be interested in your candid view of how 
successful forbearance has been in avoiding foreclosure. Does it just 
spread the time out, or what is your view based on your own expe- 
rience of whether this delay in foreclosure for an unemployed 
homeowner — what is your view of its success or its effect? 

Mr. Das. 

Mr. Das. Madam Congressman, I believe that the idea of delay 
is not as bad as it is made out to be. Sometimes, oftentimes, bor- 
rowers need a pause so that they can focus on getting the employ- 
ment as opposed to also keeping their home at the same time. As 
I said to you before, the fact that Unemployment Assist has al- 
lowed people to get into an alternative program like HAMP was a 
very powerful outcome, and I believe that needs to be noted. 

Ms. Desoer. I believe it is very dependent on the situation of the 
customer and the length of unemployment. 

Ms. Norton. We recognize that. We recognize that there is a 
vastly different universe out there. But I am asking you a general 
question. 

Ms. Desoer. Certainly I would believe that temporary relief from 
the obligations that a customer has would enable them to more 
successfully bridge the economic hardship that they are experienc- 
ing, yes. 

Mr. Friedman. I would concur with her assessment as well. 

Mr. Heid. I agree. I think the design of the program where there 
is some amount of cash-flow every month is actually better for the 
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customer so there is not such a great shock 3 or 4 or 5 months 
down the line when income is restored. 

Mr. Lowman. I concur also. 

Mr. Pinto. If you are looking for quantitative information, you 
may want to again go to the OCC/OTS Mortgage Metrics and see 
if they have data that actually tracks the question you have asked. 
I have not seen any. I don’t recall any. 

Ms. Norton. This is rather much of a perfect storm we have, 
where unemployment meets mortgage crisis. Normally unemploy- 
ment doesn’t meet that kind of crisis, exacerbating the situation of 
people who have all along kept up their mortgage payments. 

I recognize you all want to do the right thing, and to some extent 
you have been doing it. Would you care to offer suggestions as to 
this relatively new program, as to its structure and what might be 
done? 

For example, one of you, I am not sure if it was you, Mr. Fried- 
man, indicated that — or maybe it was you, Mr. Heid — indicated be- 
yond 3 months. I am not sure any of you do it beyond 3 months, 
but it created issues beyond 3 months. 

Mr. Friedman. It was I that said since we are not part of a bank 
or have a deposit base, as the other folks around the table, other 
than maybe Mr. Pinto, unless he is wealthier than we all think, 
we — because we do a lot of securitizations, we don’t own the loan 
outright. We have to make payments to the investors, month in, 
month out, whether the borrower makes payments to us. 

Ms. Norton. That is not the case for anybody else sitting at the 
table? 

Mr. Heid. No. The same requirements apply to everybody. But 
I think the idea of the 3 months allows multiple 3-month check-ins, 
where the purpose for that is to make sure you can stay current 
with what is going on with the customer’s life, what are the pros- 
pects for them to be able to get back to a level of employment 
where the home is affordable. That is kind of where the extensions 
of 3 months at a time comes into play. 

Ms. Norton. Ms. Desoer. 

Ms. Desoer. I would concur with that. 

Ms. Norton. The chair has asked me to recess the hearing for 
about a half-hour because there was at least one Member who did 
not get an opportunity to ask questions. So don’t go anywhere. This 
hearing is recessed. 

[Recess.] 

Mr. Clay [presiding]. The committee will come to order. We will 
resume the 5-minute questioning. 

Let me begin with Mr. Heid. 

Mr. Heid, according to the research done by the National Com- 
munity Reinvestment Fund, minority borrowers are less likely than 
other borrowers to receive trial and permanent modifications. Do 
you believe that this is an accurate assessment? 

Mr. Heid. It is hard to answer that question. On the surface, I 
would say only if the home is not affordable would that be the case. 
There is nothing in the modification process that would cause a dif- 
ference between ethnic backgrounds or anything of the sort. 

Mr. Clay. Well, Mr. Heid, I asked the question because we know 
that prior to the modification phase, that African American borrow- 
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ers with comparable income and other considerations were steered 
into subprime and predatory loans. They were disproportionately 
impacted by those policies. Instead of them getting a conventional 
mortgage, they were steered, and there is plenty of data to show 
that. So since they were disproportionately affected by being 
steered into these high-cost loans, I am just curious as to what is 
happening to these minority borrowers now who are in trouble, 
who are trying to get their loans modified? Do you think maybe 
they are disproportionately being affected still? 

Mr. Heid. Well, Congressman, as far as the statement on steer- 
ing, I disagree. As far as the loan modification process and how 
that works 

Mr. Clay. Oh, you disagree. 

Mr. Heid. We have the same process 

Mr. Clay. What do you disagree about as far as steering? What 
do you find disagreeable about what I said? 

Mr. Heid. You are quoting a particular study typically, and I be- 
lieve that study in particular does a comparison with partial infor- 
mation on public data 

Mr. Clay. But the numbers speak volumes. The numbers speak 
volumes about how middle-income, upper-income African American 
families were steered into subprime and predatory loans. Now, you 
can sit here and deny that if you want, but it has happened. 

Let me say something else about Wells Fargo. You know, quite 
a few of my constituents have been impacted negatively by this 
whole mortgage meltdown. We have gone to Wells Fargo, my staff 
back in my district, asking for you to modify some of these loans, 
and we have heard every excuse, like, oh, we have taken TARP 
money, so it would be inappropriate to try to help these people. 

Now, what do you have to say about that? Have you used that 
excuse, that because you are a recipient of TARP, that you cannot 
help these average Americans trying to stay in their homes? 

Mr. Heid. No. Absolutely not. That is an absurd statement. Any- 
one in our shop that would have made a statement like that, that 
is absurd. What we are doing is this. Our data kind of speaks for 
the efforts we are putting forth. 

When you look at every customer, irrespective of ethnic back- 
ground, every customer that has missed two or more payments in 
their mortgage status, two-thirds of the time we are finding a solu- 
tion other than foreclosure. 

The loan modification process we have put forth, the people that 
are doing the work, most of them over the phone, have no ethnic 
information on the screens they are looking at, with the one excep- 
tion of the HAMP program requires volunteer submission of ethnic 
information. But even in HAMP, every single customer going 
through a modification process has a very prescribed series of steps 
that one goes through to gather income information and get them 
into a loan modification they are able to afford. 

That is the way the HAMP program works. The non-HAMP pro- 
grams are set up in a very similar way so that every customer goes 
through a similar process for loan modifications. 

Mr. Clay. I really find it incredulous that you don’t think that 
African American borrowers were steered into these high-price 
loans. I mean, I find it incredible. 
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Let me ask the rest of the panel, do they agree with Mr. Heid, 
or do you think that these people are disproportionately impacted 
by racist policies? 

Let me start with you, Mr. Das. Have you seen any evidence that 
the people are disproportionately impacted based on their race? 

Mr. Das. Congressman Clay, I believe that you raise a very im- 
portant point, and I believe that in economic downturns, that the 
hardship can be disproportionate in minority communities. And 
here is what I would say. We don’t do anything actually that would 
distinguish between race, origin, sex or any of those factors. 

But here is what I would say: I think that HAMP needs to be 
enhanced for low- to moderate-income communities in a very dif- 
ferent way to the way it has been established today. I believe some 
of my colleagues have taken a similar position. 

Mr. Clay. Thank you for that response. 

Ms. Desoer. 

Ms. Desoer. Thank you. Congressman Clay. 

Bank of America did not — we exited the subprime business in the 
year 2000. We acquired Countrywide in 2008. Shortly after the ac- 
quisition we entered into a settlement that we are executing with 
44 States, which is our proprietary national home retention pro- 
gram, which was intentionally targeted at pay option ARMs, 
subprime hybrid ARMS, products that might have created the most 
stress in these economic times for borrowers. And we follow a very 
deliberate process, much of which is automated, treating equally 
the attempts to outreach to all of our customers as well as our re- 
sponse to customers who are calling us because they are under fi- 
nancial stress. 

Then intentionally we participated in 360 community events last 
year. Again, we have stepped up that number even more this year. 
We have invested in the Alliance for Stabilizing Communities, 
where disproportionately we go to and participate in events where 
the communities are the hardest hit so we can provide face-to-face 
counseling and acceptance of applications and modifications as 
well. 

Mr. Clay. And so you do — Bank of America has admitted that 
they are — that there has been steering, that you see disproportion- 
ate effects to that. 

You know, I believe in the adage that figures don’t lie, but liars 
sure can figure, and this is a good example of that; that this seg- 
ment of the population was disproportionately impacted because of 
the actions of the banking community, because you do have a 
human factor involved here. You do have loan officers that look at 
customers differently based on their skin color. That is all I am 
saying. 

But for people to come here and deny that I think is wrong, and 
the American people can see through that. 

Mr. Friedman. 

Mr. Friedman. Fortunately, we didn’t originate any loans, so 
personally I am a little out of touch on that particular subject. But 
I do believe we, like Bank of America and others, do go to a lot of 
outreach programs. 

I think a good help for the community would possibly be to bring 
down the debt-to-income test to even lower than 31 percent under 
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HAMP, which mayhe, you know, if there was some type of injustice 
done, maybe it could help that many more people. That is just as 
a suggestion. 

Mr. Clay. Have any of your institutions created programs that 
target particularly at-risk groups like racial minorities and the un- 
employed, who have been adversely impacted? 

Mr. Friedman. I don’t know why you couldn’t do such a program. 

Mr. Clay. Voluntarily. 

Mr. Friedman. We don’t originate, so I can’t really comment on 
that. 

Mr. Clay. Mr. Lowman, any comments? 

Mr. Lowman. I would just add that at Chase we have a culture 
of fair lending and have always had that culture of fair lending. We 
have done our own analysis based on the report that you referred 
to, the NCRC study, and our findings are not congruent with their 
findings. 

We have done over 700 outreach events throughout the country. 
We have 51 homeownership centers throughout the country in the 
most troubled of neighborhoods where we continue to do outreach 
and I think really are able to serve the underserved. 

Mr. Clay. OK. So, look, the facts speak for themselves. You go 
to a predominantly African American neighborhood where every 
third house is foreclosed on, I mean, doesn’t that stand out and say 
something to you, that perhaps those communities had been tar- 
geted? 

Mr. Lowman. I can’t speak to the facts. I can’t speak to it. 

Mr. Clay. Mr. Pinto, anything to add? 

Mr. Pinto. Not being a lender, I really have no information to 
add. 

Mr. Clay. Just as an observer. 

Mr. Pinto. As an observer, and I think this blame is placed on 
both sides of the aisle here, so let me start with that. 

Lenders and Fannie and Freddie back in 1991 had very sound 
underwriting principles. Those underwriting principles were com- 
plained about by community groups. They went to Congress in 
1991 and petitioned Congress to change that. What they asked — 
what they said was that lenders respond to the most conservative 
standards unless Fannie and Freddie become aggressive and con- 
vincing in their efforts to expand historically narrow underwriting, 
change their underwriting. That was before the U.S. Senate Bank- 
ing, Housing and Urban Affairs Committee in 1991. 

In 1992, the Federal Housing Enterprises Safety and Soundness 
Act made that request into the law of the land, and from that point 
on, the underwriting standards of this country changed step by 
step by step. Eventually we went from having down payments on 
loans to having no down payments on loans. It was the result of 
a policy that Congress put in place, bipartisan policy that Congress 
put in place. That is where it started, and that is my view. 

Mr. Clay. But that wasn’t totally the reasoning for this housing 
collapse. I mean, just Fannie and Freddie are to blame, not the 
people at every step of the way that made money off of these loans 
and these high-cost loans? We don’t just stop with Fannie and 
Freddie, do we? 



119 


Mr. Pinto. Remember what they were asking for. We want to 
break the lenders’ view of having conservative underwriting, and 
the only way to do that was to get Fannie and Freddie to start hav- 
ing flexible underwriting, which they did starting in 1993. And it 
just progressed, and it was a progression that occurred over 15 
years. 

Mr. Clay. Like you say, there is enough blame to go around. I 
guess we probably should look at what the appraisers did, too, 
shouldn’t we? 

Mr. Pinto. Don’t get me started on appraisers. 

Mr. Clay. I thank you all for your responses. At this point, that 
concludes this hearing. 

Without objection, the record shall be left open for 7 days so that 
Members may submit information for the record. 

Finally, without objection, I will enter this binder of hearing doc- 
uments and statements submitted by interested parties for the 
committee record. 

The committee stands adjourned. 

[Whereupon, at 12:58 p.m., the committee was adjourned.] 

[The prepared statements of Hon. Darrell E. Issa and Hon. Ger- 
ald E. Connolly and additional information submitted for the hear- 
ing record follow:] 
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Statement of Rep. Darrell Issa, Ranking Member 

“Foreclosure Prevention Part II: Are Loan Services Honoring Their Commitments to Help 
Preserve Homeownership?” 

June 24, 2010 

Thank you, Mr. Chairman, for holding this hearing on the failures of the Home Affordable Modification 
Program (HAMP) to provide relief to millions of American homeowners currently facing foreclosure. By 
every objective measure, in fact, HAMP is Exhibit A of the Administration’s failed economic policies. 

Like the President’s stimulus bill, HAMP was sold to the American people using a gross overestimation of 
the program’s projected effectiveness. Additionally, like the stimulus - which was supposed to keep 
unemployment under 8% “ HAMP was supposed to keep 3 to 4 million homeowners out of foreclosure. 

But today, the facts are staggering and clear. Nearly 5 million more American workers are out of work than 
they were when the President took office, and nearly 3 million more American homeowners have received 
notice of foreclosure. 

If that’s not failure, Mr. Chairman, then I don’t know what is. 

And like the President’s fiscal policies, HAMP has caused American taxpayers to go deeper in debt and has 
further tightened the grip that creditors have on their future. As a nation, the President’s spending has 
pushed our national debt over $13 trillion dollars, and we are fast approaching a suicidal debt-to-GDP ratio. 
Likewise, the total loan-to-value ratio of the U.S. residential housing market has reached more than 62%, up 
from just 42.9% in 2006. 

Clearly, this program - and the Administration’s housing and economic policies in general - are ripe for the 
Oversight Committee’s thorough investigation. 


Today, Mr. Chainnan, we have the opportunity to hear from these loan servicers, and we should hear from 
them. It is important for the American people to know how HAMP has been managed on the front lines of 
our nation’s housing crisis. Together, these witnesses represent financial institutions that have completed 
194,253 permanent HAMP modifications as of May of this year. And while these American homeowners 
are surely grateful that they have kept their homes and avoided foreclosure, this figure says nothing of the 
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909,599 HAMP-eligible borrowers who have yet to receive relief. What this means is that four out of every 
five homeowners facing foreclosure have been failed by the President’s signature relief program, and that’s 
just figures from these institutions alone. 

Nationwide, the numbers are worse. And we have yet to see the degree to which those that have received 
temporary relief will re-default because of increased joblessness and unsustainable debt-to-income ratios. 

Moreover, it concerns me greatly that on a whole, HAMP has now cancelled 429,969 temporary and 6,357 
permanent modifications nationwide. In other words, Mr. Chairman, far more homeowners have been 
kicked out of the program than have received permanent help. Of course, this fact is greatly obscured by the 
Treasury Department’s reports, which change metrics from month to month, alter color schemes in charts 
and graphs to prevent comparative analysis, and overlay data from government programs with that from the 
private sector to deceive the American people about the government’s disappointing results. 

Which is why, Mr. Chairman, I believe this Committee needed to hear today from Secretary Geithner and 
other Treasury officials who are ultimately responsible for the program’s failure. Since our last hearing on 
this matter, new information has further revealed HAMP’s inadequacies. Treasury’s most recent progress 
report demonstrates that Treasury cut more than three times as many homeowners out of the program as it 
welcomed in through new trial modifications. Meanwhile, Treasury has continued to impose complicated 
new rules on the program that are expensive for servicers to administer and difficult for homeowners to 
understand. Moreover, we have yet to hear why Treasury continues to ignore SIGTARP’s 
recommendations for transparency and accountability in the program, as well the establishment of clear 
goals and guidelines to loan seivicers who participate in HAMP. 

Without holding Treasury to account for these failures, this Committee’s oversight is necessarily 
encumbered. Until we are able to assemble all the components of our housing crisis - from irresponsible ' 
private lenders to GSEs like Fannie Mae and Freddie Mac to the Treasury Department and HUD, we will 
never be able to return America to a path of fiscal responsibility and economic security. And yes, 1 realize 
that we have already heard from Treasury in an earlier hearing, but I believe that excluding any government 
witness from this hearing seriously hinders meaningful oversight and results in more unanswered questions 
and unaddressed concerns. 

Mr. Chainnan, I’m increasingly frustrated by a stubborn unwillingness on the part of this committee to hold 
administration officials accountable for failed programs, and to keep them before this committee until those 
officials acknowledge those failures. The American people will not have confidence in their government so 
long as this committee continues to let the Administration whitewash the abysmal truth about the 
President’s economic policies, 

I look forward to hearing from these witnesses, and to working with you, Mr, Chainnan, to promote 
transparency and accountability from both the private sector and the government agencies involved in 
finding long-term solutions to the housing crisis. 


mm 
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Opening Statement of Congressman Gerald E. Connolly 
Oversight and Reform Committee: Foreclosure Prevention Part II 
June 22, 2010 


Thank you, Chairman Towns for maintaining a focus on restoring the housing market and protecting 
homeowners from foreclosure. When this Congress came to Washington in January of 2008 the 
economy was in a free fall as a result of eight years of zealous deregulation. Over the last 18 months we 
have succeeded in restoring economic growth and stabilizing the housing market. Using a combination 
of fiscal stimulus, tax breaks, economic support for state and local governments, and housing market 
intervention, we are now on a trajectory toward economic recovery. The Home Affordable Modification 
Program (HAMPj is part of that success story. 

In this region, the average home lost $138,000 in value during the last years of the Bush Administration. 
Collapsing home values were the direct result of financial Wall Street's reckless packaging and trading of 
toxic mortgages, which was only possible as a result of ideologically-driven deregulation of the financial 
industry. This lost value has decimated the savings of many of my constituents. Fortunately, by 
restoring economic growth and housing market stability we are now providing renewed confidence to 
homeowners in our region. Over the last twelve months, average home values In the National Capital 
Region have increased 6.4%, a reversal after the collapse under President Bush, 

The recovery underway in the National Capital Region is emblematic of the nation's recovery. Since the 
Obama Administration initiated HAMP, 1,2 million homeowners have received temporary mortgage 
modifications and 340,459 homeowners have received permanent modifications. As the Co-President of 
Wells Fargo stated in his written testimony, "the program has facilitated the industry's ability to deliver 
more streamlined solutions than ever before." Overall, Mr. Held states, "HAMP has been a helpful 
program." In the first hearing on this subject, critics said that HAMP hasn't served as many people as 
projected, and is therefore a failure. I would say that saving 340,459 homes is a whole lot better than 
doing, which is, by default, the minority's suggestion. 

The minority will focus on the challenges of HAMP, particularly ramping it up to a scale that can address 
the incredible breadth of the housing crisis, I would remind critics that anti-government deregulation 
created the largest crisis since the Great Depression, so of course it will be challenging to restore growth 
to the real estate sector. It is ironic that those who helped create this crisis are now criticizing 
Democrats and Obama for trying to fix the problems caused under Bush. 

As legislators, we face a simple choice. We can continue to build upon programs like HAMP that are 
positive but imperfect, or succumb to the sirens of nihilism, to those who suggest that government can 
do nothing but get out of the way. We tried that, and it resulted in the most severe recession in 70 
years. Let's not repeat that mistake, and instead continue the programs that have created this incipient 
economic recovery. 
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Chairman Towns, Ranking Member Issa, and Members of the Committee, thank you 
once again for providing us with the opportunity to discuss the efforts of American Home 
Mortgage Semcing, Inc. (AHMSI), in assisting boiTOwers who face the possible loss of 
their homes and to discuss the prime role the Home Affordable Modification Program 
(HAMP) plays in those efforts. During the hearing on June 24, 2010, additional 
questions were posed by members of the Committee, who requested that our responses be 
in writing. 

In response to Representative Speier’s question as to why AHMSI would like to see a 
continuation of HAMP, as we previously testified, AHMSI believes that the program is 
beneficial to all parties — boiTOwers, lenders, servicers, investors, and the American 
public in general. By establishing national standards for processing and underwriting 
loan modifications, HAMP has provided servicers with guidelines and a legal safe harbor 
that mitigate the potential for costly investor litigation and allow servicers to more 
aggressively pur-sue loan modifications. Because loan modifications restore cash flow to 
distressed mortgages and help capable bonewers to keep their homes, HAMP allows 
AHMSI to assist more borrowers while fulfilling our responsibility to act in the best 
interests of our investors. However, as noted in detail in our written testimony, there is 
ample room for improvement in the HAMP standards. Consequently, we believe the 
program should be continued through to its scheduled sunset on December 31, 2012. 

Representative Speier also inquired as to whether servicers would be willing to designate 
a liaison dedicated to working with Congressional staffs to address voter questions and 
concerns. In this regard, vve have established a dedicated toll free number of 866-612- 
3848 that Congressional staff members may call. This number accesses our Office of the 
President, which is an escalated call center team housed in Coppell, Texas. Because the 
number is dedicated to Congressional staff members, we would ask that it not be 
provided to the general public for initial inquiries regarding loan modifications. 

Delegate Norton asked what assistance in terms of forbearance servicers are offering to 
unemployed homeowners seeking new employment. While we will implement the Home 
Affordable Unemployment Program beginning on August 1, 2010, we also 
currently offer an informal forbearance period on a case-by-case basis that typically lasts 
three months but that can be extended based on the particular circumstances of each 
borrower. Since January 1, 2010, AHMSI has placed more than 2,100 borrowers in 
temporary forbearance plans to address unemployment and other shorter term financial 
setbacks. However, because our loan system of record currently cannot distinguish 
between unemployment and other temporary financial setbacks as the reason for the 
forbearance, we are unable to provide you with a specific number of plans that were 
offered due to unemployment. 

Finally, Representative Davis asked what servicers were doing to address the 
disproportionate impact of foreclosures on minority communities and inquired as to 
whether servicers had any programs or initiatives that take these factors into account. As 
we testified on June 24'’’, AHMSI did not originate and does not hold the loans that it 
services. However, we do have strict policies prohibiting discrimination against 
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protected classes and train oiu' associates with respect to Fair Lending issues. As a result, 
we apply neutral, objective standards as required under HAMP and as determined by our 
servicing agreements. We also comply with HAMP reporting requirements with regard 
to collecting government monitoring information on race and ethnicity. 

In addition, AHMSI is firmly committed to assisting financially distressed boiTowers, 
including those in minority communities. To this end, we have taken several affiimative 
steps to reach out to those communities: 

• We have built relationships with 86 counseling agencies. 

• As members of the HOPE NOW Alliance and the Homeownership Preservation 
Foimdation, AHMSI conducts coordinated monthly mailings to at-risk borrowers 
advising them of the potential availability of workout options. 

• We participate extensively in outreach events and, in these endeavors, have joined 
such groups as HOPE NOW, the Neighborhood Assistance Corporation of 
America, the Credit Counseling Resource Center, Fannie Mae, the Department of 
Housing and Urban Development, the Federal Reserve, HOPE/HOPI, 
NeighborWorks, and local fair housing offices. 
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CHA5E0 


David B. Lowman 
CEO, Home Lending 


June 30, 2010 


The Honorable Danny K. Davis 
2159 Rayburn House Office Building 
Washington, D.C. 20515 

Dear Rep, Davis: 

During the June 24, 2010 House Committee on Oversight and Government Reform hearing 
entitled “Foreclosure Prevention Part II: Are Loan Servicers Honoring Their Commitments to 
Help Preserve Homeownership?” you expressed concern with minorities being 
disproportionately affected by the housing crisis and asked each witness to explain what our 
respective companies are doing to address this problem and whether we had any programs or 
initiatives that take this problem into consideration. 

As we explained in our testimony, JPMorgan Chase seeks to make available all loss mitigation 
options, including both the Home Affordable Modification Program (HAMP) and our own 
proprietary modification programs, to all of our borrowers without regard to race, national origin, 
religion, age, gender, or any other prohibited basis. Specifically, though, we have undertaken 
several measures to address the concerns associated with foreclosures in minority communities, 
and several of these are explained below: 

• Chase has opened 5 1 Chase Homeownership Centers (CHOCs) in the hardest hit areas in 
the country. Many of the Centers are located in minority communities. Our experience 
has shown that the CHOCs are particularly popular with minority borrowers because the 
Centers provide a hospitable environment in which borrowers can meet face-to-face with 
trained counselors and explain their unique issues. 

• Chase has either hosted or participated in over 700 homeowner events in 2009 and in 
2010 to date to educate and inform homeowners about the loan modification process and 
assist them in the completion of modification request documentation. The homeowner 
events have been located in communities that have experienced high levels of mortgage 
defaults. For example, a recent homeowner event in Atlanta, GA resulted in Chase's 
receipt of over 1,700 loan modification applications, which are being promptly processed. 

• We have established a Foreclosure Review Committee which reviews each loan before 
foreclosure proceedings are commenced to make sure that no other loss mitigation 
alternative is available. 
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• Chase has established a program that allows those who were denied a loan modification 
to appeal the denial. If the borrower has additional information that should be 
considered, the borrower can send the information to a designated unit and Chase will 
make a further determination regarding the borrower’s eligibility for a modification 
under HAMP or other program. We also have worked to refine our process to assign a 
single point of contact to complaints forwarded to us by Treasury and have been 
improving our customer communications to reduce the number of questions/complaints 
from borrowers. 

• Chase has established its own proprietary loan modification programs to assist borrowers 
who cannot qualify for modifications under HAMP. The Chase program has assisted 
many borrowers who have fallen outside the reach of HAMP. 

Thank you for the opportunity to comment further on this issue. Please let me know if any 
additional information would be helpful to you or your staff. 


Sincerely, 



David Lowman 

CEO, Chase Home Lending 


Cc: Chairman Ed Towns 

Ranking Member Darrell Issa 
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CHASE C 


David B. Lowman 
CEO, Home Lending 

June 30, 2010 


The Honorable Jackie Speier 
211 Cannon House Office Building 
Washington, D.C, 20515 

Dear Rep. Speier: 

During the June 24, 2010 House Committee on Oversight and Government Reform hearing 
entitled “Foreclosure Prevention Part II: Are Loan Servicers Honoring Their Commitments to 
Help Preserve Homeownership?” you asked for each witness to provide you an answer to a few 
specific questions in writing. 

First, you requested that each witness explain why they would like to see the Home Affordable 
Modification Program (HAMP) continue. We were also asked by Chairman Towns to provide 
you with an answer to your question of having a legislative liaison within our company for 
Members of Congress to contact directly when constituents contact congressional offices with 
problems related to their mortgages. Answers to both of these questions are below. 

Since its inception, JPMorgan Chase has been committed to HAMP, and we remain committed 
to this program. While not an exhaustive list, we support the continuation of the program for the 
following primary reasons: 

• The HAMP program has helped more than 1 .2 million homeowners. These borrowers 
have received lower monthly payments, have been given the chance to work their way 
out of financial difficulty, and been afforded the opportunity to consider their options. 
While everyone would like to help more homeowners, protection of this large group is 
itself an achievement that should be recognized and continued. 

• While HAMP has had its limitations, the program continues to evolve in a positive 
manner. Each new addition benefits more borrowers and enables them to stay in their 
homes. Several additions - including 2MP, help for unemployed borrowers, and 

the principal reduction program — either are in their beginning stages or have not yet 
been implemented, but are very promising. 

• HAMP has established a uniform national approach to a complex financial and 
humanitarian crisis. The program provides a consistent set of rules that must be followed 
by all participating servicers, which has done much to promote greater awareness and 
understanding on the part of struggling homeowners. Without HAMP, the mortgage 
industry would have pursued hundreds or thousands of customized loan modification 
programs with widely differing approaches, resulting in inconsistent treatment of 
borrowers and exacerbating borrower confusion. While many HAMP servicers continue 
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to offer their own proprietary modification programs, those programs are designed to 
supplement HAMP and are often structured in a manner that is based on HAMP. 

• Now that HAMP requires borrowers to submit the necessary documents at the outset of 
the process, we believe the conversion rates from trial modifications to permanent 
modifications will increase significantly. This will reduce the frastration that some 
borrowers have experienced where they have made their trial payments but still have not 
qualified for permanent modifications. 

While we believe that HAMP has helped many borrowers stay in their homes, we also believe 
that the program can be improved. In particular, early data indicates that borrowers who 
successfully make three trial payments - evidencing their commitment to stay in their homes - 
perform much better following modification than the current Net Present Value model would 
predict. This is even true of borrowers whose loans were previously delinquent or had high loan- 
to-value ratios. As a result, we believe that Treasury's Net Present Value model should be 
modified to reflect the lower re-default rates of such borrowers, which should make more 
borrowers eligible to participate in HAMP. 

Regarding having a legislative liaison dedicated to responding to constituent concerns raised by 
Members of Congress, Chase currently has analysts from our Home Lending Executive Office 
assigned by state to each congressional office. In the case of large states such as California, we 
have multiple analysts assigned. These analysts are a single point of contact for the customer 
and are responsible for handling all inquiries from the offices in their assigned state to provide 
the best customer service the company has by acting as a liaison between the customer, our home 
lending department, and the congressional office. 

These analysts are instructed to provide regular updates to the customer. The involved 
congressional office also will receive details and copies of communications if a privacy release 
for the case has been received. If a customer has specific questions, the analyst is there to 
provide them with answers. Analysts also keep track of each particular case and are instmcted to 
pay attention to the specific details to ensure that there is nothing out of the ordinary. Even 
though we currently have this system in place, we are constantly reviewing and updating to 
ensure that our process provides Members of Congress with a direct and immediate response to 
their constituent inquiries. 

Thank you for the opportunity to comment further on these issues. Please let me know if any 
additional information would be helpful to you or your staff 

Sincerely, 



David Lowman 

CEO, Chase Home Lending 


cc: Chairman Ed Towns 

Ranking Member Darrell Issa 
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Mr. Michael Heid, Co-President 

Weils Fargo Home Mortgage, Wells Fargo & Co. 

From Rep. Edolphus Towns 

Committee on Oversight and Government Reform 

June 24, 2010 Hearing entitied, “Foreciosure Prevention Part ii: Are Loan Servicers 
Honoring Their Commitments to Heip Preserve Homeownership?" 


1 . Do you have adequate staff to handle the volume of calls that your institution 
receives from distressed homeowners? Please provide the number of staff assigned 
to handling calls from homeowners and housing counselors. 

2. Are the incentives associated with the Home Affordable Modification Program 
(HAMP) enough to make it worthwhile to perform mortgage modifications? 

3. How much have you spent upgrading your operations to: (1 ) respond to the 
increased number of struggling borrowers since 2008; and (2) implement HAMP? 

4. What is the turnover rate among your staff that: (1 ) responds to phone calls from 
distressed borrowers (i.e. call center staff); (2) loan negotiators; and (3) 
undenwriters? 

5. In your planning, how long do you expect the current foreclosure crisis to last? 

6. Do you keep statistics on how long homeowners are kept on the line when they call? 
If so, please provide a summary of that information, including the volume of calls you 
receive, the average call time, and the longest amount of time a borrower is kept 
waiting? 

7. Do you keep statistics on how long it takes someone to get an answer after 
requesting a modification or failing behind? If so, please provide a summary of that 
information. 
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Mr. David Friedman, President & CEO 
American Home Mortgage Servicing, Inc. 

From Rep. Edolphus Towns, Chairman 
Committee on Oversight and Government Reform 

June 24, 2010 Hearing entitied, “Foreclosure Prevention Part II: Are Loan Servicers 
Honoring Their Commitments to Help Preserve Homeownership?” 


1 . Do you have adequate staff to handle the volume of calls that your institution 
receives from distressed homeowners? Please provide the number of staff assigned 
to handling calls from homeowners and housing counselors. 

2. Are the incentives associated with the Home Affordable Modification Program 
(HAMP) enough to make it worthwhile to perform mortgage modifications? 

3. How much have you spent upgrading your operations to: (1 ) respond to the 
increased number of struggling borrowers since 2008; and (2) implement HAMP? 

4. What is the turnover rate among your staff that: {1 ) responds to phone calls from 
distressed borrowers (i.e. call center staff); (2) loan negotiators; and (3) 
underwriters? 

5. In your planning, how long do you expect the current foreclosure crisis to last? 

6. Do you keep statistics on how long homeowners are kept on the line when they call? 
If so, please provide a summary of that information, including the volume of calls you 
receive, the average call time, and the longest amount of time a borrower is kept 
waiting? 

7. Do you keep statistics on how long it takes someone to get an answer after 
requesting a modification or falling behind? If so, please provide a summary of that 
information. 
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Ms. Barbara J. Desoer, President 
Bank of America Home Loans 

From Rep. Edolphus Towns, Chairman 
Committee on Oversight and Government Reform 

June 24, 2010 Hearing entitied, “Foreciosure Prevention Part il: Are Loan Servicers 
Honoring Their Commitments to Help Preserve Homeownership?" 


1 . Do you have adequate staff to handle the volume of calls that your institution 
receives from distressed homeowners? Please provide the number of staff assigned 
to handling calls from homeowners and housing counselors. 

2. Are the incentives associated with the Home Affordable Modification Program 
(HAMP) enough to make it worthwhile to perform mortgage modifications? 

3. How much have you spent upgrading your operations to: (1 ) respond to the 
increased number of struggling borrowers since 2008; and (2) implement HAMP? 

4. What is the turnover rate among your staff that; (1 ) responds to phone calls from 
distressed borrowers (i.e. call center staff); (2) loan negotiators; and (3) 
underwriters? 

5. In your planning, how long do you expect the current foreclosure crisis to last? 

6. Do you keep statistics on how long homeowners are kept on the line when they call? 
If so, please provide a summary of that information, including the volume of calls you 
receive, the average call time, and the longest amount of time a borrower is kept 
waiting? 

7. Do you keep statistics on how long it takes someone to get an answer after 
requesting a modification or falling behind? If so, please provide a summary of that 
information. 
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Questions for Mr. Sanjiv Das, CEO 
CitiMortgage, Inc. 

From Rep. Edolphus Towns, Chairman 
Committee on Oversight and Government Reform 

June 24, 2010 Hearing entitled, “Foreclosure Prevention Part II: Are Loan Servicers 
Honoring Their Commitments to Help Preserve Homeownership?" 


1 . Do you have adequate staff to handle the volume of calls that your institution 
receives from distressed homeowners? Please provide the number of staff assigned 
to handling calls from homeowners and housing counselors. 

2. Are the incentives associated with the Home Affordable Modification Program 
(HAMP) enough to make it worthwhile to perform mortgage modifications? 

3. How much have you spent upgrading your operations to; (1 ) respond to the 
increased number of struggling borrowers since 2008; and (2) implement HAMP? 

4. What is the turnover rate among your staff that: (1 ) responds to phone calls from 
distressed borrowers (i.e. call center staff); (2) loan negotiators; and (3) 
undera/riters? 

5. In your planning, how long do you expect the current foreclosure crisis to last? 

6. Do you keep statistics on how long homeowners are kept on the line when they call? 
If so, please provide a summary of that information, including the volume of calls you 
receive, the average call time, and the longest amount of time a borrower is kept 
waiting? 

7. Do you keep statistics on how long it takes someone to get an answer after 
requesting a modification or falling behind? If so, please provide a summary of that 
information. 
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Questions for Mr, David Lowman, CEO, 

Chase Home Finance, Inc., JPMorgan Chase Bank 

From Rep. Edolphus Towns, Chairman 
Committee on Oversight and Government Reform 

June 24, 2010 Hearing entitled, "Foreclosure Prevention Part II: Are Loan Servicers 
Honoring Their Commitments to Help Preserve Homeownership?” 


1 . Do you have adequate staff to handle the volume of calls that your institution 
receives from distressed homeowners? Please provide the number of staff assigned 
to handling calls from homeowners and housing counselors. 

2. Are the incentives associated with the Home Affordable Modification Program 
(HAMP) enough to make it worthwhile to perform mortgage modifications? 

3. How much have you spent upgrading your operations to: (1) respond to the 
increased number of struggling borrowers since 2008; and (2) implement HAMP? 

4. What is the turnover rate among your staff that: (1 ) responds to phone calls from 
distressed borrowers (i.e. call center staff); (2) loan negotiators; and (3) 
underwriters? 

5. In your planning, how long do you expect the current foreclosure crisis to last? 

6. Do you keep statistics on how long homeowners are kept on the line when they call? 
If so, please provide a summary of that information, including the volume of calls you 
receive, the average call time, and the longest amount of time a borrower is kept 
waiting? 

7. Do you keep statistics on how long it takes someone to get an answer after 
requesting a modification or falling behind? If so, please provide a summary of that 
information. 
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Questions for Mr. David Lowman, CEO, 

Chase Home Finance, Inc., JPMorgan Chase Bank 

From Rep. Judy Chu 

Committee on Oversight and Government Reform 

June 24, 2010 Hearing entitied, “Foreciosure Prevention Part II: Are Loan Servicers 
Honoring Their Commitments to Help Preserve Homeownership?" 


1 . While the trial modification phase is only supposed to last for three months, Chase 
has the highest percentage of active trial modifications initiated at least six months 
ago. Seventy-one percent of trial modifications at Chase have lasted double their 
intended duration. In fact, I have a constituent Daisy Cardiel, whose parents are now 
being forced to short sale and cannot save their house, a place they called home 
since 1993. They applied for the HAMP trial period plan for three months with 
JPMorgan Chase and paid about $1 ,800 a month. Her parents submitted their 
payments timely each month. As they went through this process, they hardly 
received any information or status updates on their modification application verbally 
or in writing. About five months later, Daisy’s parents finally received a letter from 
Chase indicating that their house was going to be auctioned off in 30 days, even 
though they had successfully made five trial period payments. Chase indicated that 
the reason was because they did not have sufficient income to keep their home. 

For this family to jump through hoops for five months, essentially play by the rules 
during the trial period, which was intended to last only three months, make extra 
payments, and still end up losing their home is absolutely unacceptable. 

What is the hold-up for JPMorgan Chase in converting these active trial 
modifications to permanent modifications? What improvements to the process have 
you made to ensure homeowners are receiving status updates and written 
communications on their trial modifications? 

2. My congressional colleagues and I are concerned about the servicing industry’s 
reported practice of capitalizing arrearages in a modification, also known as 
“recapitalization modifications." 

Under this practice, a borrower’s total outstanding mortgage balance actually 
increases, despite the fact that other terms of the mortgage are modified. It is 
troubling to learn that the increase in the distressed homeowner’s mortgage balance 
(“the capitalization amount”) is essentially for the purpose of generating additional 
revenue and fees for servicers in the form of servicing fees charged on a high total 
mortgage principal balance outstanding. It is alleged that this recapitalization 
practice enriches servicers today at the expense of troubled homeowners. 

What are your institutions' policies and practices that address these recapitalization 
modifications? What do you have available in terms of any data and/or on the types 
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of recapitalizations for distressed homeowners (such as the 1 .4 million HAMP trial 
modifications) that you have initiated over the past year-and-haif? 

3. In years previous to the foreclosure crisis, reckless and predatory lending was 
targeted to financially vulnerable communities; minority neighborhoods in particular 
were more likely to receive sub-prime loans than predominantly white 
neighborhoods. Because minorities are more likely to receive high-cost and non- 
traditional loans than whites, minorities are more likely to experience foreclosure 
according to researchers at the Federal Reserve Banks of San Francisco and 
Boston. The National Community Reinvestment Coalition conducted a HAMP 
survey which reveals that minorities, who were disproportionately subjected to 
problematic lending, are now experiencing less access to modifications. Non- 
minorities were almost 50 percent more likely to receive a modification. Given that 
minority communities were targeted by abusive lenders, it would seem that federally- 
supported modification programs should go to extra lengths to ensure equitable 
access to modifications for all applicants that qualify. 

As servicers of HAMP, what lengths are you taking to accommodate for the fact that 
certain individuals, neighborhoods, and communities were targeted by abusive 
lenders, are more likely to face foreclosure, and require service that is culturally and 
linguistically sensitive? 
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Questions for Mr. Sanjiv Das, CEO, 

CitiMortgage, Inc. 

From Rep. Judy Chu 

Committee on Oversight and Government Reform 

June 24, 2010 Hearing entitled, “Foreclosure Prevention Part II: Are Loan Servicers 
Honoring Their Commitments to Help Preserve Homeownership?" 


1 . My congressional colleagues and I are concerned about the servicing industry’s 
reported practice of capitalizing arrearages in a modification, also known as 
“recapitalization modifications.” 

Under this practice, a borrower’s total outstanding mortgage balance actually 
increases, despite the fact that other terms of the mortgage are modified, it is 
troubling to learn that the increase in the distressed homeowner’s mortgage balance 
("the capitalization amount”) is essentially for the purpose of generating additional 
revenue and fees for servicers in the form of servicing fees charged on a high total 
mortgage principal balance outstanding. It is alleged that this recapitalization 
practice enriches servicers today at the expense of troubled homeowners. 

What are your institutions’ policies and practices that address these recapitalization 
modifications? What do you have available in terms of any data and/or on the types 
of recapitalizations for distressed homeowners (such as the 1 .4 million HAMP trial 
modifications) that you have initiated over the past year-and-half? 

2. In years previous to the foreclosure crisis, reckless and predatory lending was 
targeted to financially vulnerable communities; minority neighborhoods in particular 
were more likely to receive sub-prime loans than predominantly white 
neighborhoods. Because minorities are more likely to receive high-cost and non- 
traditional loans than whites, minorities are more likely to experience foreclosure 
according to researchers at the Federal Reserve Banks of San Francisco and 
Boston. The National Community Reinvestment Coalition conducted a HAMP 
survey which reveals that minorities, who were disproportionately subjected to 
problematic lending, are now experiencing less access to modifications. Non- 
minorities were almost 50 percent more likely to receive a modification. Given that 
minority communities were targeted by abusive lenders, it wouid seem that federaiiy- 
supported modification programs should go to extra lengths to ensure equitable 
access to modifications for ail applicants that qualify. 

As servicers of HAMP, what lengths are you taking to accommodate for the fact that 
certain individuals, neighborhoods, and communities were targeted by abusive 
lenders, are more likely to face foreclosure, and require service that is culturally and 
linguistically sensitive? 
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Ms. Barbara J. Desoer, President 
Bank of America Home Loans 

From Rep. Judy Chu 

Committee on Oversight and Government Reform 

June 24, 2010 Hearing entitied, “Foreclosure Prevention Part II: Are Loan Servicers 
Honoring Their Commitments to Help Preserve Homeownership?" 


1 . My congressional colleagues and I are concerned about the servicing industry’s 
reported practice of capitalizing arrearages in a modification, also known as 
“recapitalization modifications," 

Under this practice, a borrower’s total outstanding mortgage balance actually 
increases, despite the fact that other terms of the mortgage are modified. It is 
troubling to learn that the increase in the distressed homeowner’s mortgage balance 
(“the capitalization amount”) is essentially for the purpose of generating additional 
revenue and fees for servicers in the form of servicing fees charged on a high total 
mortgage principal balance outstanding. It is alleged that this recapitalization 
practice enriches servicers today at the expense of troubled homeowners. 

What are your institutions’ policies and practices that address these recapitalization 
modifications? What do you have available in terms of any data and/or on the types 
of recapitalizations for distressed homeowners (such as the 1 .4 million HAMP trial 
modifications) that you have initiated over the past year-and-half? 

2. In years previous to the foreclosure crisis, reckless and predatory lending was 
targeted to financially vulnerable communities; minority neighborhoods in particular 
were more likely to receive sub-prime loans than predominantly white 
neighborhoods. Because minorities are more likely to receive high-cost and non- 
traditional loans than whites, minorities are more likely to experience foreclosure 
according to researchers at the Federal Reserve Banks of San Francisco and 
Boston. The National Community Reinvestment Coalition conducted a HAMP 
survey which reveals that minorities, who were disproportionately subjected to 
problematic lending, are now experiencing less access to modifications. Non- 
minorities were almost 50 percent more likely to receive a modification. Given that 
minority communities were targeted by abusive lenders, it would seem that federally- 
supported modification programs should go to extra lengths to ensure equitable 
access to modifications for all applicants that qualify. 

As servicers of HAMP, what lengths are you taking to accommodate for the fact that 
certain individuals, neighborhoods, and communities were targeted by abusive 
lenders, are more likely to face foreclosure, and require service that is culturally and 
linguistically sensitive? 
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Mr. David Friedman, President & CEO 
American Home Mortgage Servicing, Inc. 

From Rep. Judy Chu 

Committee on Oversight and Government Reform 

June 24, 2010 Hearing entitled, “Foreclosure Prevention Part II: Are Loan Servicers 
Honoring Their Commitments to Help Preserve Homeownership?" 


1 . My congressional colleagues and I are concerned about the servicing industry’s 
reported practice of capitalizing arrearages in a modification, also known as 
“recapitalization modifications,” 

Under this practice, a borrower’s total outstanding mortgage balance actually 
increases, despite the fact that other terms of the mortgage are modified. It is 
troubling to learn that the increase in the distressed homeowner’s mortgage balance 
(“the capitalization amount”) is essentially for the purpose of generating additional 
revenue and fees for servicers in the form of servicing fees charged on a high total 
mortgage principal balance outstanding. It is alleged that this recapitalization 
practice enriches servicers today at the expense of troubled homeowners. 

What are your institutions’ policies and practices that address these recapitalization 
modifications? What do you have available in terms of any data and/or on the types 
of recapitalizations for distressed homeowners (such as the 1 .4 million HAMP trial 
modifications) that you have initiated over the past year-and-half? 

2. In years previous to the foreclosure crisis, reckless and predatory lending was 
targeted to financially vulnerable communities; minority neighborhoods in particular 
were more likely to receive sub-prime loans than predominantly white 
neighborhoods. Because minorities are more likely to receive high-cost and non- 
traditional loans than whites, minorities are more likely to experience foreclosure 
according to researchers at the Federal Reserve Banks of San Francisco and 
Boston, The National Community Reinvestment Coalition conducted a HAMP 
survey which reveals that minorities, who were disproportionately subjected to 
problematic lending, are now experiencing less access to modifications. Non- 
minorities were almost 50 percent more likely to receive a modification. Given that 
minority communities were targeted by abusive lenders, it would seem that federally- 
supported modification programs should go to extra lengths to ensure equitable 
access to modifications for all applicants that qualify. 

As servicers of HAMP, what lengths are you taking to accommodate for the fact that 
certain individuals, neighborhoods, and communities were targeted by abusive 
lenders, are more likely to face foreclosure, and require service that is culturally and 
linguistically sensitive? 
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Mr. Michael Heid, Co-President 
Wells Fargo Home Mortgage 
Wells Fargo & Co. 

From Rep. Judy Chu 

Committee on Oversight and Government Reform 

June 24, 2010 Hearing entitied, “Foreclosure Prevention Part II: Are Loan Servicers 
Honoring Their Commitments to Help Preserve Homeownership?" 


1 . My congressional colleagues and I are concerned about the servicing industry’s 
reported practice of capitalizing arrearages in a modification, also known as 
“recapitalization modifications.” 

Under this practice, a borrower’s total outstanding mortgage balance actually 
increases, despite the fact that other terms of the mortgage are modified. It is 
troubling to learn that the increase in the distressed homeowner’s mortgage balance 
(“the capitalization amount”) is essentially for the purpose of generating additional 
revenue and fees for servicers in the form of servicing fees charged on a high total 
mortgage principal balance outstanding. It is alleged that this recapitalization 
practice enriches servicers today at the expense of troubled homeowners. 

What are your institutions’ policies and practices that address these recapitalization 
modifications? What do you have available in terms of any data and/or on the types 
of recapitalizations for distressed homeowners (such as the 1 .4 million HAMP trial 
modifications) that you have initiated over the past year-and-half? 

2, In years previous to the foreclosure crisis, reckless and predatory lending was 
targeted to financially vulnerable communities; minority neighborhoods in particular 
were more likely to receive sub-prime loans than predominantly white 
neighborhoods. Because minorities are more likely to receive high-cost and non- 
traditional loans than whites, minorities are more likely to experience foreclosure 
according to researchers at the Federal Reserve Banks of San Francisco and 
Boston, The National Community Reinvestment Coalition conducted a HAMP 
survey which reveals that minorities, who were disproportionately subjected to 
problematic lending, are now experiencing less access to modifications. Non- 
minorities were almost 50 percent more likely to receive a modification. Given that 
minority communities were targeted by abusive lenders, it would seem that federally- 
supported modification programs should go to extra lengths to ensure equitable 
access to modifications for all applicants that qualify. 

As servicers of HAMP, what lengths are you taking to accommodate for the fact that 
certain individuals, neighborhoods, and communities were targeted by abusive 
lenders, are more likely to face foreclosure, and require service that is culturally and 
linguistically sensitive? 
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saniiv.das@citi.com 


CitiMortgage 



July 22, 2010 


Chairman Edolphus Towns 

House of Representatives 

Committee on Oversight and Government Reform 

2157 Rayburn House Office Building 

Washington, DC 20515 

Dear Mr. Chairman: 

I want to thank you again for the opportunity to appear before the Committee 
addressing foreclosure prevention. Citi is extremely proud of its efforts in helping 
American families save their homes. Our tradition of assistance is ingrained in our 
business and has been an important part of our customer relationships over the years. I 
am in receipt of your request for additional information from CitiMortgage, Inc. (“CMI”) 
which I am pleased to provide. 

1 . Do you have adequate staff to handle the volume of calls that your institution 
receives from distressed homeowners? Please provide the number of staff 
assigned to handling calls from homeowners and housing counselors. 

CMI does have adequate staff to handle the volume of calls we receive from distressed 
homeowners. We have a dedicated team of over 2000 employees specifically to handle 
these customers. In addition, we have cross-trained thousands of customer service 
employees to ensure the customer or the housing counselor receives the information 
needed. A customer calling into our customer service unit has an average wait time of 
13 seconds and an abandonment rate of 0.88%. This unit handled approximately 
631 ,000 calls in June. A customer calling into our collections unit has an average wait 
time of 13 seconds and an abandonment rate of 0.77%. This unit handled 
approximately 226,000 calls in June. A customer calling into our modification unit has 
an average wait time of 1 5 seconds and an abandonment rate of 0.72%. This unit 
handled approximately 492,000 calls in June. 


1 



144 


2. Are the incentives associated with the Home Affordable Modification Program 
(HAMP) enough to make it worthwhile to perform mortgage modifications? 

With or without incentives, CMI has historically and will continue to pursue 
modifications for our own portfolio and for our investors. Although CMI has been a 
leader in HAMP since early in its inception, more loss mitigation actions are 
accomplished through proprietary and investor programs where no incentives are 
available. 

3. How much have you spent upgrading your operations to; (1 ) respond to the 
increased number of struggling borrowers since 2008; and (2) implement 
HAMP? 

CMI has incurred a cost of approximately $330 million since 2008 related to responding 
to increased number of struggling borrowers and implementing HAMP and other loss 
mitigation programs. The cost increases have been in the form of additional staff, 
premises, system technology, and communications expense. 

4. What is the turnover rate among your staff that: (1 ) responds to phone calls from 
distressed borrowers (i.e. call center staff); (2) loan negotiators; and (3) 
underwriters? 

Our call center turnover rate in 2009 was 43.8% involuntary and 70% voluntary and 
annualized for 2010 is 30.7% involuntary and 47.2% voluntary. The loan negotiator 
turnover rate in 2009 was 3.2% involuntary and 9.8% voluntary and annualized for 
201 0 is 2.7% involuntary and 5.9% voluntary. The underwriter turnover rate in 2009 
was 1 .6% involuntary and 7.8% voluntary and annualized for 2010 is 1 .3% involuntary 
and 6.5% voluntary. 

5. In your planning, how long do you expect the current foreclosure crisis to last? 

CMI has been seeing positive trends in delinquency. As we look towards 201 1 and 
201 2, we plan on the majority of the crisis having past. However, that outlook is 
dependent on the US employment situation substantially improving. 

6. Do you keep statistics on how long homeowners are kept on the line when they 
call? If so, please provide a summary of that information, including the volume 
of calls you receive, the average call time, and the longest amount of time a 
borrower is kept waiting? 

Statistics regarding call volume, average second to answer the call and abandonment 
rates are attached hereto as Exhibit A from May 2009 through June 2010. 
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7. Do you keep statistics on how long it takes someone to get an answer after 
requesting a modification or failing behind? If so, please provide a summary of 
that information. 

During the period of time when a HAMP trial period could begin on stated income 
information, a borrower would get an answer to preliminary eligibility during the first 
phone conversation. As of March 1 , 2010, CMI no longer uses stated income (and 
under the terms of HAMP, stated income was phased out on June 1 , 2010). The speed 
of answer for preliminary eligibility is now dependent on the customer’s return of 
documents. 

8. What are your institutions’ policies and practices that address these 
recapitalization modifications? What do you have available in terms of any data 
and/or on the types of recapitalizations for distressed homeowners (such as the 
1 .4 million HAMP trial modifications) that you have initiated over the past year- 
and-half? 

CMI follows the guidelines of HAMP that require capitalization. The HAMP guidelines 
require that all past due interest amounts, any out-of-pocket escrow advances to third 
parties and any required escrow advances to be made during the trial modification 
period be capitalized. Almost all HAMP modifications have capitalization. The only 
exception to that would be for a borrower that is current and remains current on all 
mortgage obligations until the permanent modification has been executed. 

9. As servicers of HAMP, what lengths are you taking to accommodate for the fact 
that certain individuals, neighborhoods, and communities were targeted by 
abusive lenders, are more likely to face foreclosure, and require service that is 
culturally and linguistically sensitive? 

CMI maintains a comprehensive Fair Lending policy that prohibits treating applicants or 
customers differently on any “prohibited basis,’’ including but not limited to race, 
national origin, sex, and other enumerated factors. We are committed to complying with 
both the letter and the spirit of U.S. fair lending laws and regulations, which require fair 
and equal treatment of all customers throughout the credit and payment process. CMI 
requires robust training for ail of its mortgage lending employees from end to end, 
including mortgage origination and loss mitigation/foreclosure prevention. It is 
mandatory that all employees are trained and pass a written certification on all fair 
lending laws. CMI requires re-certiflcation at regular intervals for all employees. All 
policies and procedure are reviewed and approved by our compliance and legal teams. 
We conduct "mystery shopping" to insure compliance with regulations and most 
importantly to insure that all of our customers have a consistent experience. CMI 
engaged a well recognized expert to perform Fair Lending analyses on both its 
originations and its loss mitigation/foreclosure prevention efforts. Specifically, CM! 
proactively conducts analyses on its loan modifications, both HAMP and supplemental 
modifications, to ensure that all customers are treated the same without regard to race, 
national origin or gender. 
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Citi continually seeks input from ethnic and minority organizations to improve our 
services and operations to be responsive and culturally competent to borrowers needs. 
In June 2010, Citi invited key housing and community advocates to participate in a 
dialogue and site visit for our loss mitigation site. For that meeting which was held at 
our loss mitigation site in Dallas, Texas, CM! invited senior staff from 20 national 
partners to participate in discussions regarding our homeownership preservation and 
loss mitigation efforts. National partners including the National Council of La Raza, the 
National Urban League, the National Community Reinvestment Coalition and the 
National Community Stabilization Trust attended and provided insight on the impact of 
CM! solutions in their constituent communities. Other organizations that provide training 
and resources to the industry including Neighborworks America and Credibility 
(formerly Consumer Credit Counseling Services of Atlanta) also participated. Topics 
included CMI’s housing solutions, efforts within our loss mitigation operations and the 
work of our Office of Homeownership Preservation. The meeting illustrated Citi's 
commitment to transparency and dialogue in this area and also emphasized our 
commitment to training and building the capacity of community housing counselors to 
better serve consumers. 

CMI also invests in national and local organizations that work directly with borrowers-at- 
risk and that can provide direct support to local consumers. CMI has provided grants 
and business partnerships with established community partners, including those 
representing large minority communities including the National Urban League, the 
National Council of La Raza and the National Coalition of Asian Pacific American 
Community Development to build their capacity to serve homeowners and to provide 
foreclosure and loss mitigation counseling to borrowers that need those services. 

Finally we have participated in 231 outreach events and met with 1 1 ,865 borrowers on 
a face to face basis to facilitate understanding of the modification process. 

Mr. Chairman, please let me know if you have any questions or would like additional 
information. 

Sincerely, 



Sanjiv Das 
President & CEO 
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Ceftifiiittee on Ov'crsight and SO'ferament-Refomi ■ , ' ' . 

y .S. Hosisa of R&|»re!ie!itij!ti>.'ss : 

21S7 Raybom HonsftOffice BulMIng 
W3Slifegtot!,0.C2«lS 

ftesw.'itse to qusstlsiisfrom the Msm 24.1 20ZO hsaslng entitles^ “ForedOture Prevention Part If: Am toon Semterr, 
Himtsrlrsg Tlmir Commstmeriti to Help Preserve Homevwmrshlp?" 


To a’iiom it may concam: 

This Is in response to your Juiy 13, 2010 tetter to Mte Held resjuesing responses to Committee Mr n'-fer 
«!«estioris stemming from tfse abous-referencsti haarmg.- Sn cases where the cjuestions we-rr; not:en«n5fy cteah 
we have rBspoitcSeti based on our best tetarpretatlon of Sie Inquiry, if additionai mformatton is neeiSed toxteritV 
ourresfjonses, please ist us feriow. 

Respectfully , 

vii£-P 5 tP/ 

Michael X Iteld 
Co-p«S!<te« 

W«l!s Ftirgo Home Mortgage 

E-mail Copy:' c8ila.)HJitbsrg#maii.hotBB.gov 

Questions from Kep. Edolphus Towns 

X. Do you have adequate staff to hastdie the volume of calls that your Institution raceiws from 
distressed homeowners? Please provide the number of staff assigfiad to handling calls from 
hoffieowfisrs and tousitif counselors. 

Yes. !3«r analysis shows that in recent months our staffing ievete have been more thm what Is 
needed to effectwely handle incoming calls. Since the beginning of 2009, we have grown our hontc 
preservation staff by more than 140 percent, hiring 10,000 people for a tots! of more than 17,800 
U.S.-based home preservation jobs dedicated to these efforts. Also in June with tira goal of heipitig 
otjf customers know exactly who they are worislng with from start to finish, we-complrtpri th.o 
process of asslgfling one person to manage a loan modification from beginning to end. 


■Writs F»f a Btspssm to U.S. Heass CsssMSStee on Orerslght and SsKfnrtwist Referra, 
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2. Are the fncentlws a$soclatetJ wfth the Home ^antsMe Moiifkation Program enough to make It 
iwithwMteto perfofBi, mortgage. BwsflfkatloBs? 

Our foc«s Oft toaii inodificattofts ®ks beyond the incentives and Is done to .serve oiir costoniers, as 
e/el! as fer a nisinber csf business raaSofis. The incentives help to defray some of the costs 
assoclEstsHf wfch nioillfying loa.ns. 

3. .Bow tntich hsie yon spent upgrading your operatioits to: (l| rBspos-wi to the Insreased twmber of 

stroggltog barrowsrs since 2008j and (2) HAMP. 

*A%l!s Fargo ciirrently is i» an earning tjufet perioA.-As a publidy-tradeti compan yy vie cannot 
report this exact irtformattoft at ihfeGme, Sufnes ft to say that the Investmanf has feecjn sigisiffcant 
having htrecl more than 10,000 peepte sisKs the.-end of 2008. 

4. Shat Is the ternoiw rate among your staS that: f 1) respomis to phone calls from distressed 
bofrowsrs, (2) loan negotiators, and { 3 ) underwriters? 

For the purposes of answering tiie first question; as accurately as we can, we are assuming that 
‘'’responds to phone calls from distressed borrowers" includes the people who take the initial eaiis 
and who then route thens to the appropriate source to manage their individuil financial diffifulty. 
For instance, we get caBs fross borrowsrs who are delinquent who request s simple .modification to 
the other end of the spectrum of borrowers vsfeo may be in bankruptcy anti want to simply sell. . 
their homes. We denote tSfis entire group Of team members as our "Home Preservation Taam", 
which has a turmwer rate of abotit 21.955 per year. I 

With re.sp«t to loan negotiators and undervwSters, the annua! torno'/er for this combined team is 
about J.2.8?5 per year. Using our data systems., we do not have the abliity to distinguish the 
turnover rates for the.se two groups separately. 


5. In your planning, how long do you expect the cun-ent foreclosure crisis to last? 

It is impossible to predict how long the current foractosure crisis will last, as it is largely dependent 
on ectmomic reedvery and the Administration's efforts to reduce unemployment 

6. Po you keep statistics on how Iwg homeowners are kept on the line when they call? If so, please 
proyWe a sum.mary of that infomwtion, inducfirig the volume of calls you receive, the average 
call time, ar»d the longest amourit of lima a borrower is kept waiting. 

Ws receive .ifeout a half mlilion calls each month, and the average wait time fe about 17 seconds. 
Our most recent data in .April and May 2010, shows that wiren ciBtomers initi8llv'.ca!l us on average 


150 


ii'i-'t , •ii.'cr’i songjttakessomeortetoieta!! a>iy¥P» a»tpr a 
. '.<eno< 1 , !■'§' ei'!*"'.'" l*s 0 ,pleaseprovWeasummas'v of 

1 ■Jot3,weknowtfiatetJce8A’o»gA^0f"fii& ’ 

■ - af j"t90to 12OdaystBrstBi0mefst-.iccir,i,'!i,-:c "'-1- ;n' f .j-i 

' ’ ■ *cm'*s'’fe‘gath6r,sjin-8i«j*t)dtheregulred " 

■ - < >j iioiC-tf^.'tumarottfttfwqwredbf HAMR 

^ worf ¥ Eh ■'fbtrJridifStrypattIcIpants-suchasimerfars.-ii'tU’fV' 'tr- 

‘ ’* . »,;u ..r-cKoi 0 roc*ss..V«ftaveset aS-<l8y<letisfon ttitie targi {‘‘s . -s. "s. 

, jS Jccj"'®*’. d-e tn han-d.- Wacarrentiv are achieving ••j,..'! -vinwif. 

> ' t cM'tiut .c jvakeprocesschan^and Wijrkwith mw-stos-s foe i'.rtff’ t.t'Ss 

• 1' o f ’• r3 . 


ClMEsfjor.? f>'»m Pew judyCtiu .... 

i . Wh,ai spi your (wtltutions’ f»iides and practices that address recapitalfeatlon modifirations? 
What do you have avaiisbie In terms of any data and/or on the types of recapitafitaiions for 
distressed homaovsners {such as the 1.4 million HAMP trial modifications! that you have initiated 
osar the past yesr-and-half? 

With respect to a!! of owr loan modificsttoi? efforts, wbte much focus tfeservedly is directed to 
those consumers behind on their payments, we cahhot lose sight of the fact tiist. about 92 percent 
of Wells Fargo's first- and secoisd-mortgage ctatomers were current in their payments as of first 
tl.uarter.2010. 

With this perspective In mind, our focus from the beginning has .been an dolpg; ewryihtes 
reasonaisfy possible to prevent foreclosiires for people facing finsncial hardsWfls who are withg to 
manage their overaii d.ebt and who can afford to be in their homes once their fiojfle payments are 
reduced. This includes taking tte..steps necessary to reach affordablKty based ori todivitlua! ' 
efrairastances, white tlo.tog our .best to respect investor corttracts. Some eust6.ffiers require a .more 
. limited approach which provides ffi.etn with the .short-tarm reiief needed while the.eCboomy 
WBOwere. Others require a. more pemsanent approach to indude priticipai'forgiveMss {of which 
Weils Fargo has done more than $3 billion ^tsce the beginning of 2009|. 

Mortgage servicers do j?ot do recapitalizations.in order to generate fesj revenue. Lass than 3% of 
the modifieatioi5,s that Wells Fargo does are pure .re-capitaSizattons. The rest - Induding Home 
)A|S>fdof>fe' Modlfkatians - Inctede recapitaiteattons as well as interest rate changes or other loan 
tenis islibhges that heip to make the home payment more affordable, in fact, under HAMP 
Sypplemtmtai Directive ®-0i, we are required to capitaifee arrearages as a first step: 

Stesi! C!y?t®.rr fXi'nx4 Intere^-tf mit-cf-fiotketextmgsdvsBces to iMrtt fttri’C.. 'XfiJ svjj- requiffc; 

«ff !?»■ ttiivaxtces tnaf :v/d be pend to tUrdpaeftes bftbe mr^scer riiirieg the t.;b: ssprpsci ami s'w'oda 
od'^ances ifcsrs sas txpgpeee ir.airrsdm peifimrAig its smvkkg iXdlsodon. h « fhete 'ck’md te 
mesrnmkiaor.ed'vmvpaftheseruritypr^ftf and Oteeafef cement of th. ’'tar.aagfyp'Ad-isP-’ri! 
ialite oHii.wo ^camcfbasIstssSitmdnotreminmSbftkeseivscei, if atia-Avd by ttgU- 'a.v .c; 
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^ V a. ,t'"ri;s|: c-’l- tethepracScesoftbeifKliistryat large, we can say that at Welts Fas'go we 
, r !g.ii>-sd:o with the overarching orindples of onSy approving mortgage 

■* 0 ", ..y (-.’(5 'A- b^-’icve the, horrowsr-hasthdaWitv' to repay the ioari.Vite price our loans 

•' . te tn, tis-4 cnate'tei, sties of the loan iransaetioh, and osir analysis shows that virtually ali of 

h . mg (Ihfer. St' es !’■ ‘esenced In studies that allege raciaitfcparities are expiatrted by weil- 
0 tnteis'i'H! prod'ctsve ■nsJ' tors -sudi as credit scores, debt Soa-d, and ioan-to-wkie ratios. 

With respect to servicing home toans, our Home Preservation Specialfets - who manage the vast 
majority of customer requests for help over the phone - have no inform atlon on their syitems that 
Indicate a atstower's ethnfcRy. The oniy exeeptfon to this rule Is HAMP, where appiicants may 
volimtsf sly Wippiy demographic information on the federsliy-requrred hartiship affidavit. 
Regardless, wo mwer consider this itifermation and use the same policies arid proceKe.s for even/ 
single customer coraiderkig only tha asstomer's ability to make the hc-me paymerrt !f tt is reduced. 


ftecogisiiiffg the eco!»m,y has had a more profound impact on s.eme geographtas than others, we 
have participated in more than 300 home preservation events and have holped-monE! tha.!! 12, 000 
ciistomers thfough 11 Home Preserwition Workshops that wa have hosted In experienemg 

chailenges with foraiostires. On average, about half of the attendees at the wOrtehops we host 
recede « decision on th® spot or shortly after th.e event. 
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BankofAmerica ^ 

Barbara J. Desoer 
President 

Bank of America Home Loans 


August 5, 20!0 


House Committee on Oversight and Government Reform 
2157 Rayburn House Office Building 
Washington, DC 20515 

Electronic transmission: Carla Hultberg, Chief Clerk, at carla.hultberg@mail.house.gov 

In response to the Committee’s July 13, 2010 request. Bank of America has provided responses 
to the questions for the record from the Thursday, June 24, 2010 hearing entitled, "Foreclosure 
Prevention Part II: Are Loan Servicers Honoring Their Commitments to Help Preserve 
Homeownership?" Also attached are responses to the questions from Representative Judy Chu. 

Thank you for the opportunity to participate in the hearing. Helping those we serve through a 
difficult and prolonged housing downturn is complex, but we are committed to providing the aid 
and solutions customers need. 

We value the opportunity to work with the committee on these important issues. Please contact 
ray office if you need any additional information. 


Sincerely, 

* 

Barbara Desoer 
President 

Bank of America Home Loans 



M 818.m.4800 ■ 818.8^.4(86 

harhaTaj,desoei"@bankofamerica,coTn 

Bai* of America, CA7-910-03-01 
4500 Park Granada, (Jalabaaas, CA 91302 
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Responses to questions from Representative Edolphus Towns, Chairman Committee on 
Oversight and Government Reform 

1. Do you have adequate staff to handle the volume of calls that your institution receives from 
distressed homeowners? Please provide the number of staff assigned to handling calls from 
homeowners and housing counselors. 

Considerable resources have shifted to the default areas of our servicing business to manage the 
customer demand for aid as the housing downturn, prolonged recession, and high unemployment have 
put sustained pressure on some of our customer’s ability to pay their mortgages. We have hired and 
trained more ian 10,000 additional people, and as of June, total default management staff was nearly 
1 8,000 associates - an 80% increase since the beginning of 2009. This team is supported by an 
additional 5,000 contractors and vendor staff. 

We carefully monitor the volume of customer activity and service levels to determine appropriate 
staffing levels. As needed, we adjust staffing levels to respond to increased volume and maintain 
service levels. 

2. Are the incentives associated with the Home Affordable Modification Program (HAMP) enough 
to make it worthwhile to perform mortgage modifications? 

At Bank of America, we are committed to providing home retention opportunities for customers 
experiencing financial distress. Bank of America has led the industry by offering innovative solutions 
to help customers sustain homeownership including proprietary programs that were in effect prior to 
the launch of HAMP. 

Once HAMP was introduced and fully implemented, it became the first loan modification option we 
consider due to the deep payment relief for customers and the incentives available for the customer, 
investor and servicer. As the nation’s largest mortgage servicer, we believe the current incentive 
amounts are appropriate to support our expansive and ongoing efforts to help customers. 

The HAMP incentives have improved affordability for the customer providing a payment of 3 1% of 
income instead of 34% that was the industry standard prior to its introduction. Investors receive 
incentives that include a matching buy down from 3 8% debt-to-income to 3 1% which improves the 
Net Present Value of the modification because the investor has the same net cash flow as a 34.5% 
modification but the likelihood of re-default is reduced. Investor incentives and the improved re- 
default expectations have helped the majority of investors accept HAMP as the first step in the 
modification waterfall. 

In addition, the annual incentives HAMP provides for the first five years of the modification further 
reward customers who remain current with their payments. And, the recently announced principal 
reduction program that Bank of America has already launched offers significant relief for certain 
deeply underwater customers. 

H.AMP has proven a valuable tool by providing a national approach to modifying loans and 
e.stablishing unifonn standards. And, while HAMP is a good solution for most customers, it is not the 
only home retention offering which is why we have proprietary programs in place to help customers 
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who fall outside the scope of HAMP. We are hopeful that recent HAMP enhancements such as the 
unemployment and principal reduction programs will help more customer qualify and accept the 
terms of the modification. At Bank of America, we continire to evolve programs to respond to 
customer behavior and need. 

3. How much have you spent upgrading your operations to: (1) respond to the increased number 
of struggling borrowers since 2008; and (2) implement HAMP? 

Default related servicing expenses (excluding credit losses) have increased from $870 million in 2008 
to nearly $1.9 billion in 2010. Expenses related to HAMP for 2010 are expected to exceed $350 
million. 

4. What is the turnover rate among your staff that; (1) responds to phone calls from distressed 
borrowers (i.e. call center staff); (2) loan negotiators; and (3) underwriters? 

The turnover rate for the call center operations has remained steady the past twelve months at 23% 
w'hich is comparable to other areas of the business including the credit card call center operations that 
has a typical turnover rate of 25%. 

The loan negotiator role has experienced significant ramp up over the past six to ten months. Due to 
the changing environment, the turnover rate has fluctuated over the past twelve months and is 
currently about 16%. 

Finally, the underwriter function for servicing was built from the ground up starting in October 2009. 
Due to the newness of the function and associates time in these roles the turnover rate has been low at 
less than 6%. 

5. Do you keep statistics on how long homeowners are kept on the line when they call? If so, please 
provide a summary of that information, including the volume of calls you receive, the average 
call time, and the longest amount of time a borrower is kept waiting? 

We have improved our ability to handle the volume of requests and complexity of the various loan 
modification programs, but we understand the frustration those growing pains have caused. We 
maintain an ongoing dialogue with customers, public officials, and community groups to gain insight 
on how' we can continue to improve. 

We maintain detailed statistics on call center activity as this data is important for monitoring service 
levels, staffing levels, and customer responsiveness. As a participating sen'ioer in HAMP, we are 
also required to report this type of data to the Treasury Department. 

For the month of June 2010, our combined call volume was 2.54 million calls with an average speed 
to answer of 88 seconds, an average call time of 475 seconds and an abandonment rate of 6.3%. 

The default servicing operation has been in the process of re-aligning staff to transition to a 
segmented operating model aligned to the various investors including FHA/VA, FNMA and FHLMC 
modifications. This new alignment is helping provide more efficient and improved service to 
customers. For the month of July, our average speed to an-swer improved to 30 seconds with an 
abandon rate of 3% on an overall call volume of 2.18 million calls. 
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6. In your planning, how long do you expect the current foreclosure crisis to last? 

The exact duration of the foreclosure crisis is difficult to predict but we expect a considerable number 
of customers to transition from homeownership within the next 18 months. Given the depth of the 
nation’s recessionary impacts on homeowners, many customers will not be able to afford to stay in 
their homes. That is why we continue to dedicate significant resources to modification efforts and to 
programs that will help customers make a dignified transition to alternative housing. Both are critical 
to sustaining the housing recovery. 

7. Do you keep statistics on how long it takes someone to get an answer after requesting a 
modification or falling behind? If so, please provide a summary of that information. 

When we have the necessary information from the customer, the majority - or 90% - of HAMP loan 
modification decisions are made and conditional modification offers sent in less than 10 days. During 
that period, we determine stated debt-to-income eligibility, prepare mail files and send the conditional 
offer with the documents required in order to make a final decision through underwriting the 
customer for the modification request. For the 1 0% of decisions where we fail outside of the 1 0 day 
service level agreement, there are a variety of factors that extend the timeline including bankruptcy or 
if a customer already has a modification in process. 

Responses to questions from Representative Judy Chu 

1. My congressional colleagues and 1 arc concerned about the servicing industry's reported 
practice of capitalizing arrearages in a modification, also known as "recapitalization 
modifications." 

tinder this practice, a borrower's total outstanding mortgage balance actually increases, 
despite the fact that other terms of the mortgage are modified. It is troubling to learn that 
the increase in the distressed homeowner's mortgage balance ("the capitalization amount") 
is essentially for the purpose of generating additional revenue and fees for servicers in the 
form of servicing fees charged on a high total mortgage principal balance outstanding. It is 
alleged that this recapitalization practice enriches servicers today at the expense of troubled 
homeowners. 

What are your institutions' policies and practices that address these recapitalization 
modifications? What do you have available in terms of any data and/or on the types of 
recapitalizations for distressed homeowners (such as the 1.4 million HAMP trial 
modifications) that yon have initiated over the past year-and-half? 

Capitalization is a standard industry practice and is required by HAMP guidelines as well. !n a 
recapitalization modification, the servicer takes the customer’s past due payments and adds those 
to the balance of the mortgage so that the customer can pay back that amount over time versus in 
one lump sum. Capitalization is utilized to bring the borrower current as part of a loan 
modification and not for the purpose of generating fees for the servicer. This has proven an 
effective tool for many customers, and over the past year-and-half, capitalizations have 
represented 67% of the modifications we’ve performed. 
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HAMP requires capitalization as the first step in the waterfall. Servicers must “capitalize accrued 
interest, out-of-pocket escrow advances to third partie.s and any required escrow advances that 
will be paid to third parties by the servicer during the trial period and servicing advances (costs 
and expenses incurred in performing its servicing obligation, such as those related to preservation 
and protection of the security property and enforcement of the mortgage) paid to third parties in 
the ordinary course of business and not retained by servicer, if allowed by state law.” It’s 
important to note that late fees (which would go to the servicer) may not be capitalized and mu-st 
be waived if the borrower successfully completes the trial period. 

Capitalization should not increa.se a borrower’s mortgage payment under HAMP since it is 
computed as a percentage (3 1% under HAMP) of gross income. Because the debt-to-income 
ratio is used to determine a borrower’s mortgage payment and capitalization helps a borrower by 
bringing them current, it is actually beneficial to the borrower to do the modification in this 
manner. 

2. In years previous to the foreclosure crisis, reckless and predatory lending was targeted to 
financially vulnerable communities; minority neighborhoods in particular were more likely 
to receive sub-prime loans than predominantly white neighborhoods. Because minorities 
arc more likely to receive high-cost and nontraditional loans than whites, minorities are 
more likely to experience foreclosure according to researchers at the Federal Reserve Banks 
of San Francisco and Boston. The iVationai Community Reinvestment Coalition conducted 
a HAMP survey which reveals that minorities, who were disproportionately subjected to 
problematic lending, are now experiencing less access to modifications. Non-minorities were 
almost 50 percent more likely to receive a modification. Given that minority communities 
were targeted by abusive lenders, it would seem that federally supported modification 
programs should go to extra lengths to ensure equitable access to modifications for all 
applicants that qualify. 

As servicers of HAMP, what lengths are you taking to accommodate for the fact that certain 
individuals, neighborhoods, and communities were targeted by abusive lenders, are more 
likely to face foreclosure, and require service that is culturally and linguistically sensitive? 

When Bank of America acquired Countrywide in 2008, we did so with a commitment to 
successful horaeownership and a continuation of Bank of America’s longstanding track record for 
responsible lending - including exiting the subprime mortgage origination business nearly 10 
years ago. 

Bank of America has strongly supported legislative efforts to create national standards to fight 
predatory lending. During consideration of the financial regulatory reform bill, we publicly 
supported stronger consumer protections and the need for national standards to cover all market 
participants the same. 

In terms of our implementation of HAMP and other modification activities, we adhere to the 
Bank of America Enterprise Fair Lending policy and prohibit discrimination of all kinds. Further, 
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because the tools we use to decision modiiicalioii are largely automated, this process is, by 
design, racially neutral. 

To support communities hardest hit by the housing crisis. Bank of America established the 
Alliance for Stabilizing our Communities (ASC). The ASC is a partnership effort with the 
National Urban League (NUL), the National Council of La Raza (NCLR), and the National 
Coalition for Asian Pacific American Community Development (National CAPACD), created to 
assist multicultural homeowners facing foreclosure. 

The ASC is the first national multicultural outreach and home retention effort to address 
foreclosures in African American, Hispanic and Asian communities by providing additional 
counselors in local markets, training to new and existing counselors and multi-language outreach 
materials to educate at-risk borrowers about available home retention options. Since 2009, 27 
home rescue fairs were completed serving more than 5,400 minority and multicultural families. 

As the largest consumer bank in the country, Bank of America recognizes our leadership roie to 
support our communities and the economy during hard times, and we’re working on multiple 
fronts to fulfill that responsibility. 
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AHM0I 

AMERICAN HOME MORTGAGE INC 

at a highar power 


July 21, 2010 


The Honorable Edolphus Towns 
Chairman 

House Committee On Oversight and Government Reform 
2157 Rayburn House Office Building 
Washington, DC 20515-6143 

The Honorable Darrel! Issa 
Ranking Member 

House Committee On Oversight and Government Reform 
2157 Rayburn House Office Building 
Washington, DC 20515-6143 

Re; Committee on Oversight and Government Reform hearing on June 24, 2010, entitled, 
"Foreclosure Prevention Part II; Are Loan Servicers Honoring Their Commitments to 
Help Preserve Homeownership?" 

Dear Chairman Towns and Ranking Member Issa: 

We are in receipt of your letter to David Friedman dated July 13, 2010, in which the Committee 
on Oversight and Government Reform raises additional questions and concerns regarding the 
Home Affordable Modification Program (HAMP) and mortgage loan servicers’ efforts to assist 
borrowers who are having difficulty making their mortgage loan payments. Thank you once 
again for providing American Home Mortgage Servicing, Inc. (AHSMI), the opportunity to 
address these questions and concerns. 

The following are our responses to Chairman Towns’ questions: 

1, Do you have adequate staff to handle the volume of calls that your institution receives 
from distressed homeowners? Please provide the number of staff assigned to handling 
calls from homeowners and housing counselors. 

We are confident that we are appropriately staffed to address the needs of our borrowers 
who may be facing financial difficulties. We have 929 associates in our call centers who 
are dedicated to answering questions and concerns raised by borrowers and housing 
counselors. Our call centers are open between 7:00 a.m. and 9:00 p.m. central time 
Monday through Friday and 7:00 a.m. to 4:00 p.m. central time on Saturday. 
Furthermore, we continually look for ways to respond to borrowers by streamlining our 
automated response system and allowing borrowers to circumvent that system in order to 
deal directly with our associates. 


1525 S. Beltline Road, Coppell, Texas 75019 
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In addition, we have 431 associates who specialize in loss mitigation in our home 
retention and home preservation departments. These associates work directly with 
borrowars and counselors with regard to various foreclosure prevention alternatives, 
including HAMP and non-HAMP modifications, repayment plans, Home Affordable 
Unemployment Program (HAUP) and non-HAUP forbearance plans, and Home 
Affordable Foreclosure Alternatives (HAFA) and non-HAFA short sales and deeds in 
lieu of foreclosure. 

2. Are the incentives associated with the Home Affordable Modification Program (HAMP) 
enough to make it worthwhile to perform mortgage modifications? 

At this point, the incentives provided under HAMP seemingly are adequate to offset the 
significant increase in the amount of expenses AHMSI has incurred in implementing the 
detailed program requirements for HAMP. However, regardless of the adequacy of these 
program-specific incentives, we have a contractual responsibility to offer a mortgage loan 
modification to each borrower who faces a legitimate financial hardship and is having 
difficulty making his or her monthly mortgage payment, provided that the terms of such a 
modification would be reasonably expected to result in a cash flow to the investor that 
exceeds that of a foreclosure. As we stated in our testimony before the Committee on 
June 24, 2010, foreclosures are bad for everyone -- borrowers, lenders, servicers, 
investors and the community at large — and we work hard to avoid them whenever 
possible. 

3. How much have you spent upgrading your operations to: (1) respond to the increased 
number of struggling borrowers since 2008: and (2) implement HAMP? 

To assist in implementing HAMP, we have spent over $4 million to upgrade our 
telephony and automated response systems and soon will expend additional sums to 
further enhance associate training. While we do not have precise figures, we also have 
incurred significant expenses in making necessary changes to our internal systems to 
manage and report HAMP activity and have invested with our software partners and 
other vendors to support this effort. Likewise, we have incurred considerable expenses 
associated with the increase in staff necessitated by HAMP. 

4. fVhat is the turnover rale among your staff that: (1) responds to phone calls from 
distressed borrowers (i.e. call center staff); (2) loan negotiators: and (3) underwriters? 

The approximate rate of turnover in all of our call centers on an annualized basis is 30%. 
The annualized rate in the home retention and home preservation departments, which 
provide both negotiation and underwriting services, is approximately 10%. 
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5. In your planning, how long do you expect the current foreclosure crisis to last? 

We have not forecasted the duration of the crisis; however, we believe it will not abate 
until housing prices stop depreciating and the rate of unemployment is greatly reduced. 
While we expect that the worst of the crisis may be subsiding, absent a more robust 
recovery in employment levels and home values, we believe foreclosures will remain at 
elevated (but not “crisis”) levels beyond 2012. This will require servicers to sustain their 
heightened home retention efforts beyond the scheduled sunset of HAMP. 

6. Do you keep statistics on how tong homeowners are kept on the line when they call? If so, 
please provide a summary of that information, including the volume of calls you receive, 
the average call time, and the longest amount of time a borrower is kept waiting? 

In previous month of June, the average length of 313,232 calls was approximately 10/j 
minutes and the average speed to answer each call was 29 seconds. In June we converted 
to a new technology to better manage in-bound, outbound, and interactive voice response 
functionality. As a result, the reporting for maximum wait time is not available at this 
time. 

7. Do you keep statistics on how long it takes someone to gel an answer after requesting a 
modification or falling behind? If so, please provide a summary of that information. 

We generally strive to provide a response to each borrower within 14 days of receiving 
all borrower-provided documents necessary to determine whether a loan modification is 
an appropriate foreclosure prevention alternative. However, response times may be 
extended by delays in obtaining an updated property value, in verifying property taxes, or 
caused by the failure of the borrower to timely respond to questions regarding his or her 
request for a loan modification. While we do not keep statistics within the broad range 
requested, we are able to advise that, with regard to HAMP modifications, from the date 
we have all necessary decisioning documents, we take on average 20 days to notify the 
borrower as to our decision whether to approve or deny a trial period plan (pertaining to 
loans for which we have all borrower-provided documents for the period beginning April 
1, 2010, and ending June 21, 2010), We do not keep similar statistics for non-HAMP 
modifications. 

The following are our responses to Rep. Chu’s questions; 

1 . My congressional colleagues and I are concerned about the servicing industry's reported 
practice of capitalizing arrearages in a modification, also known as "recapitalization 
modifications. " 
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Under this practice, a borrower's total outstanding mortgage balance actually increases, 
despite the fact that other terms of the mortgage are modified. It is troubling to learn that 
the increase in the distressed homeowner's mortgage balance ("the capitalization 
amount") is essentially for the purpose of generating additional revenue and fees for 
servicers in the form of servicing fees charged on a high total mortgage principal 
balance outstanding. It is alleged that this recapitalization practice enriches servicers 
today at the expense of troubled homeowners. 

What are your institutions' policies and practices that address these recapitalization 
modifications? What do you have available in terms of any data and/or on the types of 
recapitalizations for distressed homeowners (such as the 1.4 million HAMP trial 
modifications) that you have initiated over the past year-and-half? 

The capitali 2 ation of due and unpaid amounts is a required step in the HAMP loss 
mitigation waterfall. We follow the HAMP loss mitigation process and capitalize these 
amounts as required under HAMP and as permitted by the agreements under which we 
service mortgage loans. Capitalization is one of the most effective methods of providing 
borrowers with a significant and sustained reduction in their monthly housing obligations. 
We have performed approximately 86,000 modifications in the past 18 months, both 
HAMP and non-HAMP; the vast majority of those modifications included some amount 
of capitalization. However, we capitalized such amounts with regard to each HAMP 
modification only as required under the program’s requirements or, with regard to a non- 
HAMP modification, only when we were able to establish an affordable payment that 
made economic sense for the investor. In either case, our decisioning was based upon 
objective and neutral contractual standards and was conducted without taking into 
consideration any additional revenue and fees that may have been generated as a result of 
any particular loss mitigation option. 

2. In years previous to the foreclosure crisis, reckless and predatory lending was targeted to 
financially vulnerable communities; minority neighborhoods in particular were more 
likely to receive sub-prime loans than predominantly white neighborhoods. Because 
minorities are more likely to receive high-cost and nontradilional loans than whites, 
minorities are more likely to experience foreclosure according to researchers at the 
Federal Reserve Banks of San Francisco and Boston. The National Community 
Reinvestment Coalition conducted a HAMP survey which reveals that minorities, who 
were disproportionately subjected to prpblematic lending, are now experiencing less 
access to modifications. Nonminorities were almost 50 percent more likely to receive a 
modification. Given that minority communities were targeted by abusive lenders, it would 
seem that federally supported modification programs should go to extra lengths to ensure 
equitable access to modifications for all applicants that qualify. 

As servicers of HAMP, what lengths are you taking to accommodate for the fact that 
certain individuals, neighborhoods, and communities were targeted by abusive lenders. 
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are more likely to face foreclosure, and require service that is culturally and 
linguistically sensitive? 

As we testified on June 24, 2010, and again in our supplemental testimony dated July 1, 
2010, AHMSl did not originate and does not own the loans that it services. However, we 
do have strict policies prohibiting discrimination against protected classes and train our 
associates with respect to Fair Lending issues as they relate to loan servicing. As a result, 
we apply neutral, objective standards as required under HAMP and as determined by our 
servicing agreements. We also comply with HAMP reporting requirements with regard 
to collecting government monitoring information on race and ethnicity. 

As we also testified on both occasions, AHMSl is firmly committed to assisting 
firmncially distressed borrowers, including those in minority communities, and has taken 
the steps previously detailed to affirmatively reach out to those communities. 

Once again, we thank the Conunittee for its consideration of these critical issues. Should you 
require additional information or details, please do not hesitate to bring them to our attention. 



cc: David Friedman 

President and CEO 
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August 12, 2010 

The Honorable Edolphus Towns 
Chairman 

Committee on Oversight and Government Reform 
U.S. House of Representatives 
2157 Rayburn House Office Building 
Washington, DC 20515-6143 

Dear Chairman Towns: 

I am writing in response to your letter of July 13, 2010, with additional questions from 
yourself and Congresswoman Judy Chu following up on my June 24* testimony before the 
House Committee on Oversight and Government Reform. As instructed, each question is 
repeated below followed by our response. 

Questions from Chairman Towns 

1. Do you have adequate staff to handle the volume of calls that your institution 
receives from distressed homeowners? Please provide the number of staff 
assigned to handling calls from homeowners and housing counselors. 

Over the course of the last 18 months Chase has significantly increased the size of its 
staff in the Servicing and Default Management area. We now have over 16,000 people 
working on these issues, or almost half the total number of employees in the Chase 
Home Lending business. Of the 16,000 employees, over 7,600 are loan counselors who 
deal only with loan modifications for borrowers in financial difficulty. While we 
continuously monitor the adequacy of our staffing, we believe that Chase Home Lending 
has the resources in place to meet our borrowers’ needs. 

2. Are the Incentives associated with the Home Affordable Modification Program 
(HAMP) enough to make it worthwhile to perform mortgage modifications? 

At Chase we are working very hard to help families meet their mortgage obligations and 
keep them in their homes by making their home payments affordable. Our 
comprehensive efforts include our own proprietary modification programs as well as 
participation in HAMP and other government programs. Chase chose to participate in 


1 



165 


HAMP because it is a critical element of a nationwide approach to resolving a significant 
homeowner crisis, not because it includes financial incentives. 

3. How much have you spent upgrading your operations to: (1) respond to the 
increased number of struggling borrowers since 2008; and (2) implement HAMP? 

Chase has made significant investments in infrastructure, technology and people to 
meet the needs of struggling homeowners nationwide. Specifically, we have: 

• Opened 51 Chase Homeownership Centers (CHOCs) in 15 states and the District of 
Columbia where struggling borrowers around the country can meet face to face with 
trained counselors 

• Reengineered the modification process within Chase by assigning each customer a 
single point of contact within our company, who has the responsibility for working 
across the company on the customer's behalf 

• Assisted more than 88,000 borrowers through our counselors at the CHOCs since 
their launch in early 2009 

• Mailed over two million letters to invite Chase customers to discuss their situation 
or help them complete their HAMP documents 

• Handled over 18 million inbound calls to our call centers from homeowners seeking 
foreclosure prevention assistance in 2009 and through May 2010, including 3,8 
million calls to our dedicated customer hotline for modification inquiries 

• Launched a program for discounted sales and donations of foreclosed properties, 
through which we have completed over 700 transactions with 182 non profit 
agencies in 30 states 

• Hosted and participated in more than 711 homeowner events in 2009 and through 
May 201 0 to educate and inform homeowners about the loan modification process 
and assist in the completion of required documents 

• Instituted an independent foreclosure review process to avoid preventable 
foreclosure referrals and sales 

• Doubled staffing and infrastructure costs since 2008, as Chase has responded to the 
economic environment. Current staffing expenses are more than $400 million 
higher than at the end of 2008. 

4. What is the turnover rate among your staff that: (1) responds to phone calls from 
distressed borrowers (i.e. call center staff); (2) loan negotiators; and (3) 
underwriters? 

Attrition rates are monitored in several ways. The chart below identifies several 
different attrition metrics for Loss Mitigation, Homeownership Counseling [CHOCs / 
Outreach) and Homeowner Retention Services. These main areas comprise both 
customer-facing positions and operational processing teams performing HAMP, HAFA, 
and traditional mitigations outside of these government programs. 
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5. In your planning, how long do you expect the current foreclosure crisis to last? 

We anticipate that the downturn in the residential real estate market will continue for 
some time with between 2 and 2.5 million foreclosures per year for the next 3 years. 

6. Do you keep statistics on how long homeowners are kept on the line when they 
call? If so, please provide a summary of that information, including the volume of 
calls you receive, the average call time, and the longest amount of time a 
borrower is kept waiting? 

Data from our servicing group indicates that the average time to respond to a telephone 
call is 39 seconds, the average call lasts for 7 minutes and 18 seconds; and we have 
processed in excess of 700,000 phone calls since the beginning of the residential 
mortgage crisis. 

7. Do you keep statistics on how long it takes someone to get an answer after 
requesting a modification or falling behind? If so, please provide a summary of 
that information. 

The Treasury Department in its Making Homes Affordable Program Servicer 
Performance Report has a chart that describes for each participant in the HAMP 
program the percentage of active trials initiated at least six months ago. According to 
the Servicer Performance Report through May 2010, at Chase 71% of the active trial 
modifications were initiated at least six months ago. As I have previously indicated, in 
order to improve performance. Chase has made significant investments in people, 
technology and infrastructure. In addition, we have added hundreds of employees in 
recent months who are dedicated to working with customers and collecting documents. 
These process and staff improvements have increased the pace of HAMP modification 
completions at Chase from less than 2,200 a month in the fourth quarter of 2009 to over 
10,000 a month in the second quarter of 2010. With the implementation of verified 
trial plans, the borrower will receive an answer within 30 days of submitting a 
completed request. 
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Questions from Rep. Chu 

1 . While the trial modification phase is only supposed to last for three months, 

Chase has the highest percentage of active trial modifications initiated at least six 
months ago. Seventy-one percent of trial modifications at Chase have lasted 
double their intended duration. In fact, I have a constituent Daisy Cardlel, whose 
parents are now being forced to short sale and cannot save their house, a place 
they called home since 1993. They applied for the HAMP trial period plan for 
three months with JPMorgan Chase and paid about $1,800 a month. Her parents 
submitted their payments timely each month. As they went through this process, 
they hardly received any information or status updates on their modification 
application verbally or in writing. About five months later, Daisy's parents finally 
received a letter from Chase indicating that their house was going to be auctioned 
off in 30 days, even though they had successfully made five trial period payments. 
Chase indicated that the reason was because they did not have sufficient Income 
to keep their home. For this family to jump through hoops for five months, 
essentially play by the rules during the trial period, which was intended to last 
only three months, make extra payments, and still end up losing their home is 
absolutely unacceptable. What is the hold-up for jPMorgan Chase in converting 
these active trial modifications to permanent modifications? What improvements 
to the process have you made to ensure homeowners are receiving status updates 
and written communications on their trial modifications? 

We do not think it is appropriate to address an individual borrower's private personal 
information in a publicly available communication but we would be happy to review 
with you, at your convenience, this situation. More generally, your letter highlights a 
change that the Treasury Department has made in its guidelines for HAMP. Initially, 
these guidelines required the servicer to provide a trial modification solely on the basis 
of the borrower’s stated income. In practice, however, many of these borrowers - even 
those who made all the required payments during the trial period - were unable to 
qualify for a permanent modification because they were unable to provide the 
verification of income that the Treasury Department guidelines required. More recently. 
Treasury amended its guidelines to require borrowers to verify their income before 
they are approved for a trial modification. With the revised guidelines, most borrowers 
who enter a trial modification and make the required payments should not have any 
difficulties moving into a permanent modification. 

It is true that when HAMP was first introduced we experienced significant backlogs and 
experienced more problems tracking documents than was acceptable. While there were 
a number of contributors to this situation, part of the problem was due to the fact that 
the Treasury announced the HAMP program before the program guidelines had been 
established. The announcement of HAMP not surprisingly led to an enormous volume 
of calls and absent program guidelines we were often not able to provide our customers 


4 



168 


with clear or consistent information or guidance. Since that time. Treasury has issued 
numerous guidelines and we have invested in a new imaging system that converts all 
documents submitted by borrowers to electronic form and makes those documents 
available to employees in our servicing department when needed. This has mitigated 
issues related to lost documents. Chase has also been aggressively hiring staff. We now 
have over 16,000 employees (almost half of the total number of employees in the Home 
Lending business) to help homeowners and over 7,600 of them are loan counselors who 
deal only with loan modifications for borrowers in financial difficulty. While we 
continuously monitor the adequacy of our staffing, we believe that Chase Home Lending 
has the resources in place to meet our borrowers’ needs. In addition. Chase has: 

• Realigned our processes to better evaluate a borrower's qualification for a 
modification prior to the start of a trial; 

• Implemented a program of new Relationship Managers who serve as a single point 
of contact for a given account throughout the evaluation and trial process - so 
borrowers will work with the same person throughout the process; and 

• Adopted all of the Treasury's new guidelines on borrower outreach and 
communication to keep borrowers informed. 

2. My congressional colleagues and I are concerned about the servicing industry's 
reported practice of capitalizing arrearages in a modification, also known as 
''recapitalization modifications." Under this practice, a borrower's total 
outstanding mortgage balance actually increases, despite the fact that other 
terms of the mortgage are modified. It is troubling to learn that the increase In 
the distressed homeowner’s mortgage balance ("the capitalization amount") is 
essentially for the purpose of generating additional revenue and fees for 
servicers In the form of servicing fees charged on a high total mortgage principal 
balance outstanding. It is alleged that this recapitalization practice enriches 
servicers today at the expense of troubled homeowners. What are your 
institutions’ policies and practices that address these recapitalization 
modifications? What do you have available in terms of any data and/or on the 
types of recapitalizations for distressed homeowners (such as the 1.4 million 
HAMP trial modifications) that you have initiated over the pastyear-and-half? 

Under the HAMP rules, servicers are required to capitalize certain past due amounts 
{e.g., amounts owed for escrow shortages) when modifying a loan. Chase does not 
capitalize any fees prohibited by the Treasury Department's directives, such as late fees. 
In addition, HAMP requires participating servicers to calculate modifications based on a 
permitted maximum housing payment of 31% of the borrower’s income, including the 
capitalization of past due amounts. Any increase in principal that would push the 
payment over 31% will result in a principal deferral. The deferred principal does not 
accrue interest - which means that it does not increase the investor’s income - and is 
not due until the maturity of the loan. As a servicer. Chase’s role is to assist the 
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mortgagor to try to sustain homeownership where possible and to assist the investor 
by curing delinquencies and returning the loan to a cash flow status. 

3. In years previous to the foreclosure crisis, reckless and predatory lending was 
targeted to financially vulnerable communities; minority neighborhoods in 
particular were more likely to receive sub-prime loans ton predominantly white 
neighborhoods. Because minorities are more likely to receive high-cost and 
nontradltlonal loans than whites, minorities are more likely to experience 
foreclosure according to researchers at the Federal Reserve Banks of San 
Francisco and Boston. The National Community Reinvestment Coalition 
conducted a HAMP survey which reveals that minorities, who were 
disproportionately subjected to problematic lending, are now experiencing less 
access to modifications. Non-minorities were almost 50 percent more likely to 
receive a modification. Given that minority communities were targeted by 
abusive lenders. It would seem that federally-supported modification programs 
should go to extra lengths to ensure equitable access to modifications for all 
applicants tot qualify. As servicers of HAMP, what lengths are you taking to 
accommodate for the fact that certain individuals, neighborhoods, and 
communities were targeted by abusive lenders, are more likely to face 
foreclosure, and require service that is culturally and linguistically sensitive? 

The eligibility standards and underwriting requirements of the HAMP program have 
been established by the Treasury Department and we apply those standards faithfully 
in strict accordance with the Treasury’s directives. The Treasury standards do not 
provide for (or allow) different criteria to be used to calculate modifications depending 
upon the location of the borrower. 

Chase is committed to treating each applicant for a HAMP modification in a fair and 
equal, non-discriminatory manner. To further this effort, Chase has established 51 
Chase Home Ownership Centers (CHOCs) nationwide. Most of these centers are located 
in or accessible to minority communities, and this has enabled us to provide the extra 
care that often makes the difference in bringing a loan modification to a homeowner in 
trouble. Chase also has either hosted or participated in over 700 homeowner events in 
2009 and in 2010 to date to educate and inform homeowners about the loan 
modification process and assist them in completing a modification request. The 
homeowner events have been located in communities that have experienced high levels 
of mortgage defaults. For example, a recent homeowner event in Atlanta, GA resulted in 
Chase's receipt of over 1,700 loan modification applications, which are being promptly 
processed. 

Chase agrees with your suggestion that certain predominantly minority communities 
require servicers to have employees with special language skills available to talk to 
borrowers who do not have strong English skills. Chase has on its servicing staff a 
significant number of employees who are able to converse with borrowers in the 
borrower's native language. We also have foreign language counselors available in our 
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CHOCs and have a "language line" that allows borrowers to communicate with us in 
languages other than English. 

Thank you for the opportunity to comment further on these issues. Please let me know if 
any additional information would be helpful to you or your staff. 


Sincerely, 



David bowman 

CEO, Chase Home Lending 

cc: Ranking Member Darrell Issa 

Representative Judy Chu 


JPMorgan Chase Bank, N.A. - 1390Timber1ake Manor Parkway, Suite 100, Chesterfield, MO 63017 
Telephone; 636-735-2101 - Facsimile: 314-256-2800 
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Committee on Oversight & Government Reform 
U.S. House of Representatives 
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1 GAO 

Accountability Integrity Reilability 

Highlights 

Highlights of GAO-09-837, a report to 
congressional committees 


Why GAO Did This Study 

GAO’s sixth report on the Troubled 
Asset Relief Program (TARP) 
focuses on the Department of the 
Treasury’s (Treasury) efforts to 
establish its Home Affordable 
Modification Program (HAMP). 
This 60-day report examines (1) the 
design of HAMP's program features 
with respect to maximizing 
assistance to struggling 
homeowners, (2) the analyticai 
basis for Treasury’s estimate of the 
number of loara that are likely to 
be successfully modified using 
TARP funds under HAMP, and (3) 
the status of Treasury’s efforts to 
implement operational procedures 
and internal controls for HAMP. 

For this work, GAO reviewed 
documentation from Treasury and 
its financial agents and met with 
officials from Treasury, its financial 
agents, and other organizations. 


What GAO Recommends 


GAO recommends that the 
Secretary of the Treasury; (1) 
consider methods for monitoring 
compliance with and the 
effectiveness of its counseling 
requirement; (2) reevaluate the 
basis and design for HPDP; (3) 
regularly update assumptions and 
projections underlying the 
estimated number of borrowers 
likely to be helped by HAMP; (4) 
staff vacant positions within HPO, 
and evaluate its st^ng levels and 
competencies; (5) finalize a 
comprehensive system of internal 
control over HAMP; and (6) 
systematically assess servicer’s 
capacity to meet HAMP’s 
requirements during program 
admission. Treasury stated it would 
consider GAO’s recommendations 
as it moved forward. 

View GAO-09-837 or key components. 

For more information, contact Mathew J. 
Scir6 at (202) 512-8678 or scireiT!i@gao,gov. 


TROUBLED ASSET RELIEF PROGRAM 

Treasury Actions Needed to Make the Home 
Affordable Modification Program More Transparent 
and Accountable 


What GAO Found 

Under HAMP, TYeasury will use up to $50 billion in TARP funds to (1) modify 
the fiml-lien mortgages of homeowners in danger of foreclosure, (2) 
encourage the modification of mortgages in areas experiencing serious 
declines in property values, (3) reduce or pay off second-lien mortgages for 
homeowners with loans modified under IfAMP, (4) arrange deeds-in-lieu or 
short sales as alternatives to foreclosure; and (5) provide incentive payments 
to encourage refinancing under the HOPE for Homeowners program. The 
first-lien mortgage modification effort is the largest and most developed part 
of HAMP, and Treasury and its financial agents are establishing the 
operatiorml infrastructure for this effort. However, one of the requirements 
under the first-lien program — that borrowers with high levels of household 
debt £^ree to obtain counseling — may not fully meet Treasury’s goals. 
Specifically, Treasury does not plan to systematic^y monitor whether 
borrowers who are told they must obtain counseling actually receive it, in 
part, because it does not wish to deny a loan modification to borrowers that 
have demonstrated they are able to make modified payments. Also Treasury 
does not plan to assess the effectiveness of its counseling requirement in 
limiting redefaults. The other foiur HAMP subprograms had been announced 
but were not fully designed or operational. Treasury announced the $10 billion 
Home Price Decline Protection (HPDP) program, which is intended to 
encourage investors to modify mortgages in areas experiencing steep declines 
in home prices. But, Treasury officials told us that they had not yet developed 
estimates of the number of modifications that would result from the HPDP, 
and said that in some cases, the HPDP payments would go to some loan 
modifications that would likely have been made without this incentive. 
Because none of the expenditures under HPDP would be recouped, it is 
crucial that Treasury ensure that funds are spent only when needed to 
encourage modifications that would not be made without this incentive. 

Treasury’s estimate of the number of borrowers who would likely be helped 
under its HAMP loan modification program reflects uncertainty created by 
data gaps and the need to make numerous assumptions, and this projection 
may be overstated. In addition, Treasury has not specified its plans for 
systematically updating key assumptions and calculations. Treasury 
annoimced that up to 3 to 4 million borrowers who were at risk of default and 
foreclosure could be offered a loan modification under HAMP. But Treasury’s 
projection of a participation rate of 65 percent of the target group — borrowers 
who were at least 60 days delinquent in their loans or in imminent danger of 
default — which is based roughly on a 90 percent servicer representation rate 
and a 70 percent borrower response rate, may be high. The loan modification 
program most similar to HAMP — FDIC’s IndyMac Bank program — has a peak 
borrower re^onse r^e of only 50 percent. Additionally, servicer participation 
in HAMP has not yet reached the 90 percent coverage rate projected by 
Treasury, and boirowem cannot participate unless their services do. Also, 
not all homeowneis offered a loan modification will remain current on their 
modified mortgages — further reducing the number of homeowners that may 
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Highlights of GAO-09-837 (continued) 


avoid foreclosure through the HAMP program. Lastly, Treasury did not provide detailed information and 
documentation essential to adequately support its assumirtions. The lack of adequate documentation and specification 
of the assumptions makes it difficult to assess the reliability of 'fteasury’s estimates and, going forward, may hinder 
efforts to evaluate how well the program is meeting its objectives. 

Treasury has taken a number of important steps toward implementing operational procedures and internal controls for 
HAMP but has not finalized all of the associated process^ and is not systematically evaluating servicers’ capacity 
during program admission. Treasury officials have developed and continue to refine key operational procedures and 
internal controls, including establishing an organizational structure for overseeing HAMP, delegating implementation 
authorities and responsibilities to its financial agents, and drafting work flows for processes such as those associated 
with the payment of incentives. As of July 20, 20{©, about 1^,0(H) borrowers have entered into trial modifications but 
HAMP incentive payments will not be made until July 27 at the earliest — pending successful completion of the 90-day 
trial periods (see timeline below of major HAMP events). While Treasury has delegated some administrative and 
oversight responsibilities to its financial agents, such as program administration and compliance responsibilities, it has 
retained authority for overall HAMP implementation, led by the Homeownership Preservation Office (HPO) with 
support from other Treasury offices. However, HPO continues to have a large number of unfilled positions. Treasury 
has also begim to develop performance measures for HAMP, but many of the specifics of these measures, such as how 
success will be defined, have yet to be determined. In addition, Treasury and its financial agents do not have systematic 
processes or controls in place to consistently evaluate the capacity of servicers to fulfill specific HAMP requirements 
during the program admittance process. Yet concerns have been raised by Treasury, the Congressional Oversight Panel, 
and federal banking regulators about servicere’ capacity to fulfill program requirements and implement HAMP. Because 
servicers are not fully evaluated during the admittance process, Treasury is unable to adequately identify, assess, and 
address any potential risks that may prevent them from fulfilling program requirements. But, unlike other TARP 
programs, such as the Capital Purchase Program, HAMP expenditures — which are projected to be up to $50 biBion — 
are not investments that will be partially or fully repaid, but rather, expenditures that, once made, will not be recouped. 
For this reason, a system of effective internal control over program expenditures is of critical importance. 


Timeline of Major HAMP Events from February 18, 2003, through July 27, 2009 


March 4; Treasury issued cfficial 
guidarrce for lean modifications under 
ifie Home Allordatye Modificaiiuii 
program (HAMP) across the 
mortgage industry and announced 
that seivloor.s could begin uoriduclinf; 
modifications that conform to the 
guidotlnes. i 


April 13: Six ini^i servicers 
sign particfoation agreements 
oitder HAMP: Chase Home 
Finance, VVoiis Fargo. 
CrtiMcrtgage. GUAC 
Menage. Saxan Mortgage 
Services, and Sciec! Portfolio 
Servicing 


1 1 


May 14: Treasury announces 
adciiforfai cfetaris on me Heme 
Price Decline Protection 
Incentives program and the 
Foreclosure At'cmatives 
program— two arUitional 
components of HAMf’ 


February 


May 


February 18: Trea.suiy 
announced a national 
modifioailon program 
intended to otter 
assistance to up to 3 to 4 
miilion fiomeownars tsy 
reducing rnonttiiy 
payments to sustainable 
levels 


March 19: To reach 
borrowers. Treasury 
launched Us Making 
Home Allorddble Web 
81(0 that provides 
pmgram, eiigibiiiiy. and 
tiousing coufweling 
information, among other 
things. 


April 28: Treasury aniicunces 
addihonai details related to me 
Second l.ien program— an 
additional compiment ol 
HAMP. 

April 15; Trea.siirylauncheri 
on admittisiralive Web siie 
for mortgage servfoors to 
provide them ir^ormatton arxl 
tools needed to parilcipalo in 
HAMP 


I ! 


Juiy18-2D: Overt 
million letters sent ici 
tiorrowers, over 
3SO,000 Ifiai modilica- 
tion offers extended, 
and over 180,000 trial 
modilicalions under 
way Over 27 million 
page views on the 
Making Horne 
AtlordabieWeb stte. 


July 27: The 
earliest date 
Treasury expects 
to make thellrel 
matching and 
incentive 
payments to 
servicers under 
I lAMP 


Souicv: Ti«asjty. C=S. 
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G AO 

« intB^rity • Raliablllty 

United States Government Accountability Office 
Washington, DC 20548 


July 23, 2009 

Congressional Committees 

Dramatic increases in home mortgage defaults and foreclosures have 
imposed significant costs on borrowers, lenders, mortgage investors and 
neighborhoods; and have been a key contributor to the current financial 
crisis. On October 3, 2008, the President signed into law the Emergency 
Economic Stabilization Act (the act), which authorized the Department of 
the Treasury (Treasury) to establish the $700 bOlion Troubled Asset Relief 
Program (TARP).‘ Treasury’s initial focus in implementing TARP was to 
attempt to stabilize the financial markets and increase lending to 
businesses and consumers. However, the authorities granted to Treasury 
under the act also are to be used to, among other things, preserve 
homeownership and protect home values — two of the act’s stated 
purposes — and to maximize assistance for homeowners with respect to 
foreclosure mitigation efforts. On February 18, 2009, Treasury announced 
a framework for a program that would, among other things, help at-risk 
homeowners avoid potential foreclosure by using up to $50 billion of 
TARP funds to reduce their monthly mortgage payments. 

Under the Home Affordable Modification Program (HAMP), Treasury’s 
Office of Financial Stability (OFB) will share the cost of reducing monthly 
payments on first-lien mortgages with mortgage holders/investors and 
provide financial incentives to servicers, borrowers, and mortgage 
holders/investors for loans modified under the program. HAMP sdso 
includes other subprograms, such as one that would provide incentives to 
modify or pay off second-lien loans of borrowers whose first mortgages 
were modified under HAMP. However, some observers have questioned 
the number of homeowners that HAMP, as it is currently structured, will 
help, and Treasury’s own estimates do not resolve this issue. Additionally, 
we have noted in prior reports that developing a comprehensive system of 
internal controls for TARP has been an ongoing challenge, in part because 


‘^b. L, No. 110-343, 122 Stat 3765 (2008), codified at 12 U.S.C. §§ 5201 et seq. The act 
originally authorized Treasury to purchase or guarantee up to S700 billion in troubled 
assets. The Helping Faniilies Save Their Homes Act of 2009, Pub, L. No. 111-22, Div. A, 123 
Stat. 1632 (2009), amended the act to reduce the maximum allowable amount of 
outstanding troubled assets under the act by almost $1.3 billion, from S700 billion to 
$698.74 1 billion. 
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of the rapid evolution of TARP and its activities, which includes HAMP." 
As a result, Treasury runs the risk of implementing a homeownership 
preservation program that does not yet have proper controls to protect 
taxpayers’ interests and ensure that HAMP objectives are met. 

The act requires that GAO report at least every 60 days on the activities 
and performance of TARP.^ This 60-day report (1) reviews the design of 
HAMP’s program features with respect to maximizing assistance to 
struggling homeowners, (2) examines the analytical basis for Treasury’s 
estimate of the number of loans that are likely to be successfully modified 
using TARP funds under HAMP, and (3) evaluates Treasury’s progress in 
implementing operational procediues and internal controls for HAMP. 


Scope and 
Methodology 


To review the design of HAMP’s first-lien modification features with 
respect to maximizing assistance to struggling homeowners, we reviewed 
the act and program guidance provided by Treasury on the HAMP Web site 
and interviewed officials at Treasury and Fannie Mae. To describe the 
steps Treasury has taken to implement the program and to discuss HAMP 
features, we reviewed publicly available documents — including official 
program guidelines — and discussed these with Treasury officials. Because 
Treasury told us that features of the Federal Deposit Insurance 
Corporation’s (FDIC) loan modification program at IndyMac Federal Bank 
formed the basis for some of the HAMP features, we reviewed documents 
provided by FDIC and discussed these with FDIC officials. We also 
interviewed NeighborWorks officials to understand how its housing 
counseling network has been providing counseling to HAMP borrowers 
with high total household debt and its plans to track these borrowers. To 
evaluate the initial framework of the Home Price Decline Protection 
(HPDP) subprogram, we reviewed Treasury documents describing HPDP 
and its methods for determining incentive payments and interviewed 


'See GAO, Troubled Asset Relief Program: Additional Actions Needed to Better Ensure 
Integrity, Accountability, and Transparency, GAO-09-IC1 (Washington, D.C.: Dec. 2, 

2008); Troubled Asset Relief Program: Status of Efforts to Address Transparency and 
Accountability Issues, GAO-09-29C (Washington, D.C,: Jan. 30, 2009). 

^G.AO-09-lGI; GA04)9-296; and GAO, Troubled Asset Relief Program: March 2009 Status of 
Efforts to Address T^nsparency and Accountability Issues, GAO-09-504 (Washington, 
D.C.: Mar. 31, 2009); Auto Industry: Summary of Government Efforts and Automakers' 
Restructuring to Date, GAO-09-553 (Washington, D.C.; Apr. 23, 2009); and Troubled Asset 
Relief Progranu June 2009 Status of Efforts to Address lYansparency and Accountability 
Issues, GAO-09-65S (Washington, D.C.: June 17, 2009) for our past 60-day reports, 
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officials responsible for its design. To describe HAJVIP’s seconddien and 
foreclosure alternatives subprograms, we reviewed publicly available 
documents and discussed these proposed HAMP subprograms with 
Treasury officials. To examine how Treasury’s HAMP helps homeowners 
with negative equity — a factor that could have a m^or impact on 
delinquencies and foreclosures, especially if home price declines 
continue — we reviewed Treasury documents that described guidelines for 
loans and borrowers eligible to participate in the program with particular 
attention to negative equity and interviewed the officials. We also 
observed a demonstration of the HAMP net present value (NPV) test 
model by Fannie Mae and Federal Housing Finance Agency (FHFA) staff, a 
model used by participating servicers to determine whether to modify a 
loan. We also reviewed literature on factors likely to affect mortgage 
delinquencies and home foreclosures and analyzed data on home 
foreclosures, negative equity, and unemployment rates across states in the 
United States from various sources, including the Mortgage Bankers 
Association’s National Delinquency Survey data on home foreclosures, 
Rrst America CoreLogic’s data on negative equity, and the Department of 
Labor’s Bureau of Labor Statistics data on unemployment rates. 

To examine the analytical basis for Treasury’s estimate of the number of 
loans that are likely to be successfully modified for at-risk borrowers using 
TARP funds, we reviewed documents from Treasury that described the 
loan characteristics of the mortgage market, Treasury’s guidelines for 
loans and borrowers eligible to participate in the program, assumptions 
about participation by homeowners and servicers, and calculations of 
loans that were likely to be modified. These calculations used the NPV test 
model developed by an interagency worldng group made up of officials 
from FDIC, Fannie Mae, Freddie Mac, FHFA, and Treasury. We also 
reviewed documentation from other federal agencies that were involved in 
HAMP or that had experience with loan modifications — FDIC, Fannie Mae, 
Freddie Mac, and FHFA. We observed a demonstration by Fannie Mae, the 
program administrator, on the NPV test model using the HAMP Web site 
designed for participating servicers.' We interviewed officials from 
Treasury, FHFA, Fannie Mae, and Freddie Mac who were responsible for 
the design of the loan modification program and the default and NPV 
models that support the design and operations of the program. We also 
consulted publications by private entities about loan characteristics of the 


'Administrative Website for Servicers, Home Affordable Modification Program, 
hftps;//n-\v^v.hmpadinin.cont1)oilat/index.hfml 
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mortgage market, including the Mortgage Bankers Association’s National 
Delinquency Survey data on delinquencies and foreclosures and mortgage 
market analyses by Credit Suisse. 

To evaluate the status of Treasury’s efforts to implement operational 
procedures and internal controls for HAMP, we reviewed the financial 
agent agreements and the servicer participation agreements to understand 
their roles and responsibilities. In addition, we reviewed documents from 
tliese entities that outlined the organizational structure of HAMP and 
described internal controls, including organizational charts, flow charts 
depicting operationjd processes, narrative descriptions of risks and related 
controls, and other support documentation. To determine the extent to 
which Treasury and its financial agents had taken steps to insure that 
servicers were prepared for and had the capacity to conduct HAMP loan 
modifications at the time of program admittance, we reviewed a summary 
of the results of the readiness reviews conducted, discussed the readiness 
review process and the reviews done to date with Treasury officials, and 
reviewed HAMP servicer registration procedures. We also interviewed 
officials at Treasury, Fannie Mae, and Freddie Mac who were responsible 
for designing the operational procedures and internal controls for HAMP. 
To understand servicers’ capacity to fulfill data collection and reporting 
requirements, we reviewed a summary of Treasury's meeting with 13 
servicers and the results of a survey of servicers on these HAMP 
requirements. We also conducted interviews with participating servicers 
who entered into HAMP participation agreements to discuss program 
requirements. These servicers were Saxon Mortgage, Citi Mortgage, Home 
Loan Services, Green Tree Servicing, Carrington Mortgage Services, aitd 
Ocwen Servicing. We also reviewed the HAMP-related Web sites, press 
releases, and reports published by the regulatory agencies, in part to 
identify the data collection and reporting requirement guidelines that were 
in place. 

We conducted this performance audit from May 2009 tlu'ough July 2009 in 
San Francisco, California, Boston, Massachusetts, and Washington, D.C., 
in accordance with generally accepted government auditing standards. 
Those standm-ds require that we plan and perform the audit to obtain 
sufficient, appropriate evidence to provide a reasonable basis for our 
findings and conclusions based on our audit objectives. We believe that 
the evidence obtained provides a reasonable basis for our findings and 
conclusions based on the audit objectives. 
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Background 


As shown in figure 1, national default and foreclosure rates have increased 
dramatically between the third quarter of 2006 and the first quarter of 
2009, rising to their highest level in 30 years. Loans in nonpayment status 
for 90 days or more are commonly considered to be in default, and for 
these loans, foreclosure can be a real possibility. Foreclosure is a legal 
process initiated by a mortgage lender against a homeowner after a certain 
number of payments have been missed. The foreclosure process has 
several possible outcomes, but generally means that the homeowner loses 
the property, typically because it is sold to repay the outstanding debt or 
repossessed by the lender. The foreclosure process is usually governed by 
state law and varies widely by state. Foreclosure processes generally fall 
into one of two categories— judicial foreclosures, which proceed through 
courts, and noryudiciai foreclosures, which do not involve court 
proceedings. The legal fees, foregone interest, property taxes, repayment 
of former homeowners’ delinquent obligations, and selling expenses can 
make foreclosure extremely costly to lenders. 


Figure 1 : Default and Foreclosure Inventory Rates through the First Quarter of 2009 

Q1 1979- Q1 2009 Q4 2005 - Q1 2009 


Percentage Percentage 

4.0 4.0 



Default 

— — Foreclosure starts 

Foredosure inventory 


F^rioOs ^ econonic recession 

Source: GftO analysis c4 MBA data. Nabond Bureau of Economsc Researcfi. 
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The increase in foreclosures has affected homeowners in all states, but 
some states have been affected more than others. As illustrated in figure 2, 
the Sunbelt states — ^Arizona, California, Florida, and Nevada — have 
particularly large inventories of homes in foreclosure. 


Figure 2: Foreclosure Inventory Rates by State, as of March 31, 2009 

Percentage 

12 



Options to Avoid Defaults and foreclosures have imposed significant costs on borrowers, 

Foreclosure lenders, and mortgage investors and have contributed to increased 

volatility in the U.k and global financial markets. Options to avoid 
foreclosure include forbearance plans, short sales, deeds-in-lieu of 
foreclosure, and lomi modifications. With forbearance plans and loan 
modifications, the borrower retains ownership of the property. With short 
sales and deeds-in-lieu, the borrower does not. 

• With a forbearance plan, a lender agrees not to exercise the legal right of 
foreclosure if the borrower agrees to a payment plan that will resolve the 
borrower’ s deficiency for a set period of time. The plan may mcorporate 
features such as reduced or suspended payments that allow the 
homeowner to recover from a serious event, such as illness, that has 
caused the homeowner to miss several loan payments. Usually, the lender 
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will require the borrower to make up the difference at a later time. 


Role of the Secondary 
Market in Foreclosures 


Loan modification involves making temporary or permanent changes to 
the terms of the existing loan agreement. There are several ways to make 
these changes, including allowing the borrower to skip payments and 
adding the skipped payments to the amount of the loan (capitalizing 
arrearages), reducing the interest rate charged, extending the loan term, 
and reducing tbe tot^ amount of the loan (forgiving principal). 

In a short sale, a house is sold through a real estate agent or other means 
rather than through foreclosure, even if the proceeds of the sale are less 
than what the owner still owes on the mortgage. Lenders may agree to 
accept the proceeds of a short sale and may waive any deficiency. 

Under a deed-in-lieu of foreclosure, the homeowner voluntarily conveys 
the interest in the home to the lender to satisfy a loan that Is in default as 
an alternative to foreclosure proceedings. Lenders may opt to accept 
ownership of the property in place of the money owed on the mortgage 
and may waive any deficiency. Deeds-in*lieu will generally not be accepted 
by a mortgage holder if there are other liens on the property, as 
foreclosure may be necessary for the mortgage holder to gain clear title. 


As we noted in December 2008, any program that aims to modify loans or 
present other alternatives to foreclosure faces challenges, particularly 
when the loans have been bundled into securities that are sold to 
investors.* Most mortgages are bundled into residential mortgage-backed 
securities that are bought and sold by investors. These securities may be 
issued by government-sponsored enterprises (GSE), such as Fannie Mae 
and Freddie Mac, and private companies.® Privately issued mortgage- 
backed securities, known as private-label securities, are typically backed 
by mortgage loans that do not conform to GSE purchase requirements 
because they are too large or do not meet GSE underwriting criteria, The 
originator/lender of a pool of securitized assets usually continues to 


■’GAO, Troubled Asset Relief Ptvgram: Status of Efforts to Address Defaults and 
Foreclosures on Home Mortgages, G.\O-09-23lT (Washington D.C.; Dec. 4, 2008). 

®’rhe GSEs — Fannie Mae and FYeddie Mac— -are private, federally chartered companies 
created by Congress to. anrong other things, provide liquidity to home mortgage markets by 
purchasing mortgage loans, thus enabling lenders to make additional loans. To be eligible 
for purchase by the GSBls, loans (and borrowers receiving the loans) must meet specified 
requirements. In September 2008, Fannie Mae and Freddie Mac were placed into federal 
government conservatorship. 
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sendee the securitized portfolio, including providing customer service and 
payment processing for borrowers and collection actions, in accordance 
with the pooling and servicing agreement. The decision to modify loans 
held in a mortgage-backed security typically resides with the servicer. 
However, one of the challenges that servicers face in modifying these 
loans is making transparent to investors the analysis supporting the value 
of modification over foreclosure. Additionally, the pooling and servicing 
agreements may place some restrictions on the servicer’s ability to make 
large-scale modifications of the underlying mortgages without the 
investors’ approval.^ In addition, many homeowners may have second 
liens on their homes that may be controlled by a different loan servicer, 
potentially complicating loan-modification efforts. 


Treasury’s Making Home As we reported in December 2008, Treasury established an Office of 

Affordable Program Homeownership Preservation within to address the issues of 

preserving homeownership and protecting home values.® On February 18, 
2009, Treasury announced the broad outline of a three-pronged effort to 
help homeowners avoid foreclosure and provided additional program 
descriptions on March 4, 2009, April 28, 2009, and May 14, 2009. First, one 
of the efforts — the Home Affordable Refinance Program — would provide a 
refinancing vehicle for homeowners that had (1) Fannie Mae and Freddie 
Mac held or guaranteed mortgages, (2) interest rates above the prevailing 
market rates, and (3) loan-to-value ratios between 80 and 105.® Treasury 
estimated the number of borrowers in that current loan-to-value range for 
whom a refinanced mortgage would be potentially beneficial, based on the 
prevailing interest rates in February, at 4 to 5 million homeowners. No 
TARP funds would be used to refinance these loans. Second, Treasury 
would increase its funding commitment in preferred stock purchase 
agreements to Fannie Mae and Freddie Mac, authorized by the Housing 
and Economic Recovery Act (HERA) of 2008, from $100 billion each to 
$200 billion each to help support low mortgage rates by strengthening 


A pooling and servicing agreement is a contractual agreement for the pooling (i.e,, 
collection) of a large antount of individual mortgage loans and the servicing of those loans 
by a servicer. A mortgage pooling and servicing agreement describes how pooled loans will 
be serviced and dictates how proceeds and i(»ses will be distributed to mortgage 
holders/investors, and may set forth loss-mitigation options available to the servicer and 
the extent of the servicer’s authority to use these options. 


®OnJuly 1,2009, tbe Department of Housing and Urban Development (HUD) announced 
that the maximum loan-to-value rate had been increased to 12-5 percent. 
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confidence in the two GSEs. Treasury indicated that the increased funding 
commitment would be made under HERA and would not require the use of 
TAEP funds. The third effort, HAMP, is designed to commit $75 billion of 
GSE and TARP funds to offer relief through loan modification for up to 3 
to 4 million borrower struggling to pay their mortgages. According to 
Treasury officials, up to $50 billion of TARP funds will be used primarily to 
encourage the modification of mortgages that financial institutions own 
and hold in their portfolios (whole loans) and mortgages held in private- 
label securitization trusts. Fannie Mae and Freddie Mac are expected to 
provide up to an additional $25 billion to encourage serviceis and 
borrowers to modiiy loans owned or guaranteed by the two GSEs. 

Treasury has taken various key steps to implement HAMP. Fannie Mae and 
Freddie Mac are in the process of implementing the HAMP guidelines for 
borroweis with loans that they own or guarantee." 

As outlined in the March 4, 2009, program guidelines, HAMP’s eligibility 
requirements stipulate that 

• the property must be owner-occupied and the borrower’s primary 
residence (the program excludes vacant and investor-owned properties); 

• the property must be a single-family (1-4 unit) property with a maximum 
unpaid principal balance on the unmodified first-lien mortgage that is 
equal to or less than $729,750 for a l-unit property; 

• the loans must have been originated on or before January 1, 2009; and 


“’Loai^ held in private-label securitization trusts include loans not insured or guaranteed 
by Fannie Mae, Freddie Mac, HUD’s Federal Housing Administration (FHA), the 
Department of Veterans Affairs (VA). and rural housing loans. The $50 billion dollars will 
also be used for activities other than loan modification as discussed in later sections of this 
report 

"Any funds provided by Treasury to the GSEs under the funding commitments, while not 
under TARP, will be funded, like TARP, through the issuance of public debt. Any losses 
incurred by the GSEs in relation to the additional $25 billion they provide would be 
financed by Treasury (through issuance of public debt) through the funding commitments 
to the extent that the GSEs have lisdiilities that exceed assets. 

"Unpaid principal b^ance limits (prior to modification) are $729,750 for a 1-unit building; 
$934,200 for a 2-unit building; $1,129,250 for a3-unit building; and $1,403,400 for a 4-imit 
building. 
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the first-lien mortgage payment must be more than 31 percent of the 
homeowner’s gross monthly income. “ 

The cutoff date for borrowers to be accepted into the program is 
December 31, 2012. 

Treasury has delegated significant responsibilities to its financial agents to 
administer the program, which we discuss in greater detail later in this 
report Fannie Mae has signed an agreement with Treasury to act as the 
program administrator and record keeper for HAMP and is responsible for 
developing and administering program operations. Freddie Mac has signed 
an agreement with Treasury to act as the compliance agent for HAMP, and 
its responsibilities include conducting information technology testing, 
security reviews, and audits. Finally, Bank of New York-Mellon, in the role 
of custodian for TARP, is responsible for remitting mortgage payment 
reductions and program incentive payments to participating servicers. 

As we described in our January 2009 report, the act created other 
oversight entities in addition to our oversight responsibilities, including 
the Congressional Oversight Panel (COP), the Office of the Special 
Inspector General for TARP (SIGTARP), and the Financial Stability 
Oversight Board (FSOB). We are coordinating our work with COP, 
SIGTARP, and FSOB and are meeting with officials from these entities to 
share information and effectively make use of our combined resources. 
COP issued a report in March 2009 that focused on foreclosures, and 
Treasury’s efforts related to its Homeowner Affordability and Stability 
Plan." As of June 30, 2009, SIGTARP and FSOB had not issued any reports 
specifically looking at Treasury’s planned use of TARP funds to preserve 
homeownership and protect property values, although this area may be 
the topic of future efforts. 


’’The mortgage, or front-end, debt-to-incorae ratio under the flAMP firsMien component is 
the percentage of a borrowers income comprising mortgage principal, interest, taxes, 
insurance, and assod^on dues. 

"Congressional Oversight Panel, The Foreclosure Crisis: Working Towards a Solution 
(Washington, D.C., Mar. 6, 2009). 
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Treasury Has Not 
Fully Developed All 
HAMP Subprograms, 
and the Initial Design 
of At Least Two 
Aspects of HAMP 
Limits Its Potential to 
Help Homeowners 


In keeping witii the act’s purposes, Treasury has developed HAMP with the 
objective of pr^erving homeownership and protecting home values. 
According to Treasury, HAMP's primary goal is to reduce struggling 
borrowers’ mortgage payments to an affordable level, thereby preventing 
unnecessary foreclosures and helping to stabilize home prices in 
neighborhoods hardest hit by foreclosures. HAMP was announced on 
February 18, 2009, and since that time, in addition to HAMP’s main first- 
lien modification program, four major subprograms have been announced. 
Together fiiese five programs use the $50 billion Treasury targeted for 
HAMP to 

modify first-lien mortgage loans; 


• provide additional incentives to mortgage holders/investors to modify, 
rather than foreclose on, loans in areas where home price declines have 
been most severe; 


• modify or eliminate second-lien loans (such as home equity lines of 
credit); 

• offer alternatives to foreclosure for homeowneis that do not qualify for a 
first-lien loan modification under HAMP; and 

• provide incentive payments under the HOPE for Homeowners mortgage 
refinance program under the Federal Housing Administration (see fig. 3). 


noted above, the act antliorized Treasury to purchase troubled assets from financial 
institutions. The act defines troubled assets to include both certain residential or 
commercial mortgages and securities based on such mortgages, and any other financial 
instrument that the Secretary determines needs to be purchased to promote financial 
market stability. Sections 101 and 3(9) of the Emergency Economic Stabilization Act. 
Under HAMP, Treasuiy, acting through its financial agent, enters into contracts w'itli 
servicers that are financial institutions to purchase financial instruments under which the 
servicers commit to modl^ mortgages and to receive and make payments in accordance 
with specified criteria To participate in HAMP, the servicer is required to enter into a 
Commitment to Purchase Financial Insti-ument and Servicer Participation Agreement with 
Fannie Mae, acting as Treasury’s financial agent We are planning to analyze these 
agreements in future work. 

’‘The HOPE for Homeowners program was created by Congress under the Housing and 
Economic Recovery Act of 2008. The program, which was put in place in October 2008, is 
administered by the Federal Housing Administration under HUD and is designed to help 
those at risk of default and foreclosure refinance into more affordable, sustainable loans. 
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Treasury has made the most progress in implementing the first-lien 
modification program, and most of its features appear to be consistent 
with goals articulated by Congress and Treasury. However, one of the first- 
lien modification requirements— -that borrowers with high levels of 
household debt obtain housing counseling in order to avoid possible 
redefault, which borrowers agree to when they enter into a trial loan 
modification — Slacks an appropriate mechanism that would help ensure the 
requirement’s success. Specifically, Treasury does not plan to 
systematically track borrowers who are told they must obtain counseling 
to determine whether they do so or to analyze the effectiveness of the 
counseling. In addition, Treasury developed the HPDP subprogram with 
the purpose of increasing the number of modifications completed under 
HAMP. However, as it is currently described, some of the HPDP incentive 
payments appear to be unnecessary because Treasury may make 
payments for modifications that would have been made without this 
program. Treasury has targeted up to $10 billion for the HPDP program. 


Figure 3: Timeline of Major HAMP Events from February 18, 2009, through July 27, 2009 


2009 


Msrch 4: Treasury issued official 
guidance far loan modifications under 
the Home Affordable Modification 
program (HAMP) across the 
mortgage industry and announced 
that servicers could begin conducting 
modifications that conform to the 
guidelines. 


March 


I I 


February 


April 13: Six initial servicers 
sign participation agreeme.nts 
under HAMP: Chase Home 
Finance. Weils Fargo. 
CitiMortgage. GMAC 
Mortgage. Saxon Mortgage 
Services, and Select Portfolio 
Servicing. 


April 


I 


May 14: Treasury announces 
additional details on the Home 
Price Decline Protection 
Incentives program and the 
Foreclosure Alternatives 
program— two additional 
components of HAMP. 


1 


May 


June 


February 18: Treasury 
announced a national 
modification program 
Intended to offer 
assistance to up to 3 to 4 
million homeowners by 
reducing monWy 
payments to sustainable 
levels. 


March Id: To reach 
borrowers, Treasury 
launched its Making 
Home Affordable Web 
site that provides 
program, etigibdity. and 
housing counseling 
information, among other 
things. 


April 2S: Treasury announces 
additional details related to the 
SectvKl program— an 

additional component of 
HAMP. 

April 15; Treasury launched 
an administrative Web site 
for mortgage servicers to 
provide them information and 
tools needed to partidpale in 
HAMR 




July 18.20: Over 1 
million letters sent to 
borrowers, over 
3SO,0£>0 trial modifica- 
tion offers extended, 
and over 180,000 trial 
modifications under 
way. Over 27 million 
page views on the 
Making Home 
Affordable Web site. 


I 

July 27: The 
earliosldate 
Treasury expects 
to make the first 
matching ar>d 
incentive 
payments to 
servicers under 
HAMP. 


Source: Tieasixy, WS. 
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Breakdown of Costs for As shown in table l, Treasury expects to use about $32.5 billion in TARP 
HAMP Initiatives Has Yet funds to encourage modifications on first-lien mortgages of up to 2 to 2.6 
to Be Determined million borrowere by sharing the costs of reducing borrowers’ monthly 

payments with mortgage holders/investors, and by providing incentive 
payments for successful modifications to borrowers, servicers, and 
mortgage holders/investors." Also, using part of the $50 billion in TARP 
funds, Treasury plans to provide up to $10 billion in incentive payments to 
mortgage holdeis/lnvestors for modifications in areas experiencing home 
price declines to partially offset potential losses should the modified loan 
redefault once prices have dropped. To reduce payments or pay off second 
lien loans of 1 to 1.5 million borrowers, Treasury has announced a Second- 
lien Modification Program using a yet to be determined amount of the 
TARP funds targeted for HAMP. For borrowers unable to qualify for a first- 
lien modification under HAMP, Treasury will provide TARP funding to 
encourage servicers to use alternatives to foreclosure, including short 
sales and deeds-in-lieu of foreclosure. Finally, Treasury announced that it 
would use part of the TARP funds allocated for HAMP to provide incentive 
payments to servicers that help refinance mortgages and lenders that 
originate refinanced mortgages under the HOPE for Homeowners 
program. 

The number of borrowers Treasury expects to reach through the HPDP, 
foreclosure alternatives, and HOPE for Homeowners incentive payments 
subprogrants has yet to be determined. In addition, funding levels for 
second-lien modifications, foreclosure alternatives, and HOPE for 
Homeowners incentive payments subprograms have yet to be determined, 
According to Treasury officials, these specifications have not yet been 
made because they wish to retain flexibility under HAMP to target TARP 
funds to those subprograms that attract the largest numbers of borrowers, 
servicers, and mortgage holders/investors. 


‘'HAMP is designed to commit a combined total of $75 billion in GSE and TARP funds to 
offer assistance to up to 3 to 4 million borrowers. The estimate of 2-2.6 million first-lien 
modifications is ^proximately two-thirds of the estimated total 3 to 4 million first-lien 
modifications to be offered assistance under Uie combined program. 
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Table 1 : Projected Cost and Number of Borrowers Targeted for Assistance Using TARP Funds under HAMP, as of July 14, 

2009 

HAMP subprograms (TARP funds only) 

Estimated number of borrowers 
assisted 

Initial subprogram funding 
level 

Obligated 

First-lien Modification 

Up to 2 to 2.6 miion 

About $32.5 billion 

$18.7 billion 

Home Price Decline Protection 

To be determined* 

Up to $10 billion 

None 

Second-Lien Modification 

Up to 1 to 1 .5 million 

To be determined 

None 

Foreclosure Alternatives 

To be determined 

To be determined 

None 

HOPE for Homeowners Incentive 
Payments 

To be determined 

To be determined 

None 

Total initial HAMP funding level 


Up to $50 billion 



Source: Trewury, OFS- 




'All modified first-lien loans are eligiWe for HPDP payments. 


Treasury Has Focused 

Most of Its Efforts on the 
First-Lien Modification 
Program 

The first-lien modification program is the largest and most developed of 
HAMFs five parts and will use TARP funds to share the cost of modifying 
firet-lien mortgages over a set period (5 years or until the loan is paid off, 
whichever occurs first) with mortgage holders/investors in order to reduce 
to affordable levels the monthly loan payments of homeowners in danger 
of foreclosure.'" The first-lien program targets borrowers in default 


(defined as 60 days or more delinquent on their mortgage payments) or in 
imminent danger of default (borrowers that are current on their mortgages 
but facing hardships such as job losses or interest rate increases on their 
acijustable rate mortgages) for first-lien modifications. Initial HAMP 
guidelines for completing first-lien modifications were released on March 
4, 2009, and updated guidance was issued on April 6, 2009.'® The guidelines 
set out the requirements for eligibility, loan underwriting, loan 
modification, and servicer compliance and reporting. Treasury has 
launched a Web site that describes first-lien modification opportunities 
under HAMP and provides self-assessment tools and calculators 
borrowers can use to detennine if they might be eligible.® Through the 


‘"Mortgage holdere/investors can include servicers/lenclers that own whole mortgages 
within their portfolio, as well as individuals or institutions that invest in pools of 
securitized mortgages. 

'“IIAMP Supplements Directive 09-01, Introduction of the Home Affordable Modification 
Program (Apr. 6, 2W)9). 

'^Making Home Affordable, Help for America’s Homeo^vners, 
http;//maldnghomeaffordabie.gov/. 
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Web site, borrower are directed to free housing counseling, homeowner 
events in their communities, and a hotline. According to Treasury, as of 
July 18, 2009, this Web site had been viewed over 27 million times. 

Treasury has also established an additional Web site to communicate with 
potential and participating servicers. Servicers can use the Web site to 
register to participate in HAMP, obtain official HAMP guidance, and 
submit program data once they begin conducting HAMP trial first-lien 
modifications. As of July 14, 2009, 27 servicers had executed HAMP 
servicer participation agreements with Fannie Mae, the HAMP 
administrator. The servicer participation agreements for HAMP specify the 
loan modification and other foreclosure prevention services to be 
performed, the payment structure for the first-lien subprogram, and other 
requirements, including those concerning audits, reporting, and data 
collection and retention. The agreements specify actions Fannie Mae may 
take if a servicer defaults under the agreement, such as by failing to 
perform or comply with any of its material obligations. In the event of a 
servicer default, Fannie Mae has the authority, with Treasury’s approval, 
-to reduce the amounts payable to the servicer, require repayment of 
previous payments made under HAMP under certain circumstances, 
require the servicer to submit to additional oversight, or terminate the 
servicer’s participation agreement. According to Treasury, participating 
servicers report that as of July 20, 2009 they had extended over 354, 1 15 
trial modification offers to borrowers and 180,305 trial modifications had 
begun.“ 

To control total obligations for HAMP first-lien modifications, Treasury 
has set initial funding limits, or caps, for the potential total amount that 
will be obligated to each participating servicer. The caps include the 
maximum amount allotted to help reduce borrowers’ mortgage payments 
and to pay the associated incentive payments to borrowers, servicers, and 


^'Administrative Web site for Servicers, Home Affordable Modification Program, 
}ufps:/A\'vnv.hmpadmin.cotn/portal/imiex.litml. 

^'This information has been reported to Treasury’s financial agent by participating 
servicers. Treasury has not validated the number of trial modification offers extended or 
the number of trial modifications begun. 
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mortgage holdem/investors.® Almost $19 billion of the TARP funds had 
been obligated to these servicers as of July 14, 2009 (see app. I for a list of 
the servicers that had signed TARP agreements as of July 14, 2009.) 

The first-Iien modification program has three main features. First, a cost- 
sharing arrangement with mortgage holders/investors is designed to help 
reduce first-lien mortgage payments to 31 percent of the homeowner’s 
gross household income. Mortgage holders/investors will be required to 
take the first loss in reducing the borrower’s monthly payments to no more 
than 38 percent of the borrower’s income. Treasury will then use TARP 
funds to match further reductions on a dollar-for-dollar basis, down to the 
target of 31 percent. For eligible loans with monthly mortgage payments 
that are already below 38 percent, Treasury will match servicers’ 
reductions. This modified monthly payment is fixed, as long as the loan 
remains in good standing with the program for a maximum of 6 years or 
until the loan is paid off, whichever is earlier. Treasury estimated that 
HAMP would cut participating borrowers’ existing monthly payments by 
one-third, on average.** 

A second m^or feature of the program is the required use of standardized 
loan modification procedures, including the application of a net present 
value (NPV) test on all loans that are 60 days or more delinquent and for 
those borrowers who are current but in imminent danger of default. The 
NPV test compares the “net present value” of expected cash flows from a 


“According to Treasury, the initial cap allocations were based on publicly available data, or 
data submitted by the servicers once admiued to the program, and reflect Treasury’s 
estlntated cost to be paid by each servicer for modiflcalions. For initial caps, set with 
publicly available information, the caps have been updated using more complete data on 
the servicer’s mortgage portfolio. Ail servicer caps will be reassessed on a quarterlj’ basis 
using data on the actual number of modifications made by the servicer under the program. 

** According to Supplemental Directive 09-01, if the modified interest rate is below the 
interest rate cap, this reduced rate will be in effect for the first 5 years followed by annual 
increases of 1 percent per year (or such lesser amount as may be needed) until the interest 
rate reaches the interest rate cap, at which time it will be fixed for the remaining loan term. 
If the resulting rate exceeds the interest rate cap, then that rate is the permanent rate. The 
directive defines the interest rate cap as the Freddie Mac Weekly Primary Mortgage Market 
Survey rate for 30-year fixed-rate conforming loans, rounded to the nearest 0. 125 percent, 
as of the date the agreement is prepared (Uie Maj ch liAMP guidelines define the interest 
rate cap as the lesser of Uiis survey rate or the fully indexed and fully amortizing original 
contractual rate). 
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loan with a modification and the same loan with no modification.^'' If the 
estimated cash flow with a modification is “positive” (i.e., more than the 
estim£U;ed cash flow of the unmodified loan), the loan servicer is required 
to make the loan modification. According to Treasury, the NPV test 
increases mortgage holder/investor confidence and the consistency of 
borrower treatment under the program by providing a transparent and 
externally derived objective standard for all loan servicers to follow. In 
addition, the first-lien modification guidelines set forth the sequential 
modification process (the modification “waterfall") that servicers are to 
follow to reduce payments. Specific^ly, to reach the target affordability 
level of 31 percent, interest rates must first be reduced to as little as 2 
percent. If the debt-to-income ratio is still over 31 percent at the 2 percent 
interest rate, servicers must then extend the amortization period of the 
loan up to 40 years. Finally, if the debt-to-income ratio is still over 31 
percent, the servicer must forbear— defer — ^principal until the payment is 
reduced to the 31 percent target.^ Servicers may also forgive mortgage 
principal to achieve the target monthly payment ratio of 31 percent of the 
borrower’s income on a stand-alone basis or before any other step in the 
standard waterfall process set forth above. 

A third mzycr feature of the first-lien modification program is its incentive 
payment structure. Treasury will use llAMP funds to provide both one- 
time and ongoing, so-called pay-for-success incentives to loan servicers, 
mortgage holdei's/investors, and borrowers to increase the likelihood that 
the program will produce successful modifications over the long temr and 
help cover the costs of modifying a loan (see table 2). In addition to the 
cost-sharing payment to reduce borrowers’ monthly payments to be paid 
to mortgage holders/investors, Treasury will make the following HAMP 
incentive payments; 

• Servicer incentive payments include one-time payments of $1,000 for each 
completed modification under KAMP, 


^'The NPV test compares die expected cash flow from the loan if a niodiflcation were to be 
made using program guidelines c^ainst the expected cash flow from the loan if no 
modification were to be made and the loan remained in default or became current again, 

principal forbearance amount cannot accrue interest under the guidelines or be 
amortized over the loan term. Rather, the amount of principai forbearance will result in a 
balloon payment fully due and payable upon the borrower’s transfer of the property, payoff 
of the interest bearing unpaid principal balance, or maturity of the mortgage loan. 
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• Sen4cers afeo receive an additional current borrower bonus incentive 
payment of $6(X) when a loan is modified for a borrower whose loan is 
current. Mortgage holders/investors will also receive this type of incentive 
as a one-time payment of $1,500 for each modification agreement executed 
with a borrower who is current on entering HAMP.'' 

• Borrowers who remain current on their mortgage payments are eligible for 
up to $1,000 in annual, ongoing “pay-for-performance” incentives for 5 
yeare to be used to pay down the mortgage principal.^'* 

• Servicers are also eligible for up to $1,000 in annual, ongoing, so-called 
pay-for-success incentive payments that accrue when monthly mortgage 
payments are made on time for 3 years after borrower’s monthly mortgage 
payment is modified. 

According to Treasury, modifying the loans of borrowers facing a hardship 
that could make default imminent while they are current on their mortgage 
payments may reduce the likelihood that these borrowers will default on 
the modified loan. All HAMP matching and incentive payments are 
contingent on the successful completion of a trial period. All HAMP 
payments listed in table 2, except for the cost-reduction share payment 
and the one-time servicer incentive payment, are contingent on a 
reduction of at least 6 percent in the borrower’s monthly mortgage 
payment.*” 


*^According to program guidelines, servicers must determine whetiier a borrower is at 
imminent risk of defeult based on tiieir own servicing stai\dards. Potentially eligible 
hardshii^ leading to imminent default may include, antong others, job loss, income 
reduction, or an interest rate reset that makes mortgage payments unaffordable. 

**The Internal Revenue Service has niled that if a homeowner benefits from pay-for- 
performance succe^ payn\ents under HAMP. the payments are excludable from income 
under a specified exclusion. Rev. Rul, 2009-19, 2009 FED 46,412. 

^^Compensation for mortgage payment reducffon matching and incentives may not be 
remitted until the completion of a successful trial modification period. 
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Table 2: Summary of HAMP Payments Using TARP Funds on Fjrst-Llen Modifications 
Payment 


Payment type 

beneficiary 

Description 

Payment period 

Amount 

Monthly 
payment 
reduction cost 
share 

Mortgage holder/ 
investor 

Monthly one-to-one matching 
payments made to achieve 31 
percent debt-to-income ratio 
for borrower. 

Paid monthly by 
Treasury for up to 5 
years beginning in the 
first month of the official 
modification. 

Mortgage hoider/investor first 
reduces the mortgage payment to 
38 percent of the borrower's 
monthly income if the 
premodification payment is higher 
than that amount. Between 38 and 
31 percent of the borrower’s 
monthly income Treasury matches 
reductions down to 31 percent on 
a dollar-for-doilar basis. 

Servicer 

incentive 

Servicer 

One-time payment for loans 
that successftilly complete trial 
modification period. 

Paid one time by 
Treasury in the first 
month of the official 
modification. 

$1,000 

Current 
borrower one- 
time bonus 

Servicer and 
mortgage holder/ 
investor 

To encourage modifications 
for nondelinquent borrowers. 

Paid one time by 
Treasury in the first 
month of the officiai 
modification. 

$500 (servicer) 

$1,500 (mortgage hoider/investor) 

Borrower 

Pay-for- 

performance 

success 

Borrower 

Annual payment for ongoing 
timely borrower loan 
modification payments. 
Success payments pay down 
borrower unpaid principal 
balance. 

Paid by Treasury 12 
months after the trial 
modification start dale 
and annually thereafter 
for a total of 5 years. 

Up to $1 ,000 per year for 5 years 

Servicer 
pay for 
success 

Servicer 

Annual incentive payment for 
ongoing borrower participation 
and timely payments in HAMP. 

Paid by Treasury 12 
months after the trial 
modification start dale 
and annually thereafter 
for a total of 3 years. 

Up to $1 ,000 per year for 3 years 


Source: Treasury. OFS. 


A number of other HAMP first-lien loan modification features are intended 
to help reduce monthly payments and prevent foreclosures while 
protecting taxpayer funds. For example, to avoid helping borrowers with 
mortgages on investment properties, eligibility requirements limit HAMP 
to borrowers witli owner-occupied properties. To qualify for the program, 
borrowers’ incomes must also be verified. According to Treasury, 
accurately measuring income is critical to making sure the program is 
helping borrowers who truly need the assistance to remain in their homes 
and 1x) preventing fraud. Furthermore, as we have reported in the past, 
particularly between the years 2000 and 2006, an increased number of 
private-label securitized loans were underwritten using limited or no 
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documentation of boirower income or assets.^ For certain loans 
prospectively eli^ble for HMIP modification, servicers may have limited 
past data on the borrower’s income or assets. 

Borrower must also demonstrate their ability to pay the modified amount 
by successfuDy completing a trial period of at least 90 days before the loan 
is considered modified and any government payments are made under 
HAMP. According to Treasury, this feature was instituted to ensure that 
loan modifications are affordable and sustainable, thereby reducing the 
amount of taxpayer funds that would be used for unsuccessful 
modifications. Further, servicers are required to screen all current 
borrowere who contact them with an economic hardship to see if there is 
a danger of imminent default. Treasury has not specified how servicers 
should screen borrowers for imminent default. Rather, according to HAJVIP 
guidelines, the servicer must make a determination as to whether a 
payment default is imminent based on the servicer’s own standards for 
imminent default. One participating servicer told us that clarification from 
Treasury would be helpful on this point. In the procevss of making its 
imminent default determination, the servicer must evaluate and verify the 
borrower’s financial condition in light of any financial hardship and 
investigate the condition of and circumstances affecting the property 
securing the mortgage loan. If the servicer determines that default is 
imminent, it must document in its servicing system the basis for its 
determination and evaluate the borrower for a HAMP modification using 
the NPV test. According to Treasury, loan modifications are more likely to 
succeed if they are made before a borrower misses a payment because, 
among other reasons, delinquent borrowers are often difficult to contact. 


“GAO, Information on Recent I^faull and Fbreclosiiro fy-endsfor Home Mortgages and 
Associated Economic and Market Developments, GAO-OS-7SR (Washington, D.C.: Oct, 16, 
2007). 
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Treasury Informs 
Borrowers with High Total 
Household Debt They Must 
Obtain Housing 
Counseling but Does Not 
Plan to Track Whether 
Counseling Has Occurred 


PIAMP requires borrowers with high total household debt levels 
(postmodification debt-to-income ratios of 55 percent or higher) to agree 
to obtain housing counseling, which according to Treasury, vidll help 
reduce redefaults.®‘ We have previously reported that it is important for 
any loan modification program to be designed to limit the likelihood of 
redefault® While HAMP requires high debt-to-income borrowers to agree 
to obtain this counseling, it does not require documentation that they 
actually received the counseling. Specifically, HAMP first-Iien modification 
guidelines instruct servicers to send a counseling letter to borrowers with 
high total debt levels informing them that they must work with a counselor 
approved by the Department of Housing and Urban Development (HUD) 
on a plan to reduce their total indebtedness.'^^ Borrowers are made aware 
of this requirement before entering the trial period in the cover letter to 
the trial period plan, and the trial period plan itself requires borrowers to 
certify that they will obtain counseling if the lender requires them to do so. 


Treasury officials told us that they would not require proof that the 
borrowers had obtained housing counseling because Treasury does not 
want to deny a modification to borrowers that successfully complete the 
trial period but may not have obtained counseling. Treasury also did not 
want to delay modifications under the program until servicers built 
systems in coordination with counselors to track whether borrowers 
obtained counseling. Treasury officials told us that while designing HAMP, 
Fannie Mae, Freddie Mac, and servicers had expressed concerns about the 
difficulty and burden of communication between the servicer and the 
counseling agency to certify that borrowers had received counseling. 
Treasury has indicated that it will capture information on borrowers who 
access counselors through the Homeowners HOPE hotline listed on tlie 


^'The total household debt-to-income ratio is a comparison of the borrower’s total monthly 
debt payments (such as monthly housing ps^ments, any mortgage insurance premiums, 
payments on all installment debts, monthly payments on all junior liens, alimony, car lease 
payments, aggregate negative net rental income from all investment properties owned, and 
monthly mortgage payments for second homes) to the borrower’s monthly gross income. 

®GAO, Troubled Asset RdieJ Program: Status of Efforts to Address Defaults and 
Foreclosures on Home M&rtgages, GAO-09-2dlf (Washington, D.C.: Dec. 4. 2008). 

®HAMP Supplemental Directive (®-0i. The counseling letter also infonns borrowers that 
housing counseling is free of charge for the boiTower. 


Page 21 


GAO-09-837 Troubled Asset Relief Program 



201 


Making Home Affordable Web site However, according to a seruor 
administrator of that hotline, providing loan-level tracking on borrowers 
they counsel is a complicated issue. One national organization that has 
been involved in counseling HAMP high debt-to-income borrowers told us 
that it will soon be able to use its Web-based loan-level portal to track 
whether HAMP borrowers receive housing counseling.'’’ Without knowing 
if borrowers who were told that they are required to obtain this counseling 
actually do so, or evaluating the performance of borrowers who do and do 
not receive counseling, Treasury will not know whether the requirement is 
meeting its purpose of reducing redefaults among high-debt-burdened 
borrowers. 


Treasury Has Announced 
Four Additional HAMP 
Subprograms, but the 
Need for the $10 Billion 
Home Price Decline 
Protection Subprogram Is 
Unclear 


In addition to the first-lien modification program of HAMP, Treasury has 
announced a HAMP subprogram intended to partially protect mortgage 
holders/investors against future declining home prices and thus encourage 
additional loan modifications. It is also designing other HAMP 
subprograms intended to reduce payments on second mortgages, provide 
alternatives to foreclosure to homeowners who do not qualify for 
modifications or cannot maintain payments during the trial period or 
modification, and offer incentives to servicers and lenders involved in 
originating refinanced loans under the HOPE for Homeowners Program. 


On May 14, 2009, Treasury announced additional details on its HPDP 
subprogram, which is designed to use up to $10 billion in TARP funds to 
encourage mortgage holders/investors to undertake more modifications by 
assuring them that their losses in housing markets experiencing high price 
declines will be partially offset. These incentives will be based on the 
severity of house price declines in different metropolitan area housing 
markets and the average house price in each of those markets. Treasury 


■’^The Homeowners HOPE hotline is operated by the Homeownershlp Preservation 
Foundation — a nonprofit organization that currently has a network of nine HUD-certified 
housing counseling agencies from across the United States that offer free housing 
counseling to callers. 

^’NeighborWorks America is an organization chartered by Congress tlrat has been 
appropriated $410 million in federal funds to operate tire National Foreclosure Mitigation 
Counseling Program. Consolidated Appropriations Act of 2008, Pub. L. No, ilO-161, Div, I, 
Title III, 121 Stat 1844,2441 (2007) ($180 million); Economic Recovery Act of 2008, Pub. L. 
No. iiO-289, Div. B, Title III, 1 2^)5. 122 Slat. 2654, 2859 (2008) (S180 million); and Omnibus 
Appropriations Act of 2009, Pub, L. No. 111-8, Div. I, Title in, 123 Stat, 524, 982 (2009) ($50 
million). Counseling from a HUD-approved counselor typically includes advice on defaults, 
foreclosures, and credit i^es. 
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will make HPDP payments benefiting mortgage holders/investors annually 
for the first 2 years after the modification of a loan located in a 
metropolitan area with declining house prices.^*’ No payments would be 
made if prices appreciate in the two quarters preceding modification of the 
loan. HPDP incentive payments will be included in future versions of the 
NPV model for loans being considered for modification under HAMP, and 
will, according to TVeasury, increase the likelihood that the NPV 
calculation will produce a result in favor of modification. Although 
Treasury says that this incentive will increase the number of modifications 
made under HAMP, it has not yet stated how many more modifications 
might be made. According to Treasury officials, the number of additional 
modifications as a result of these payments depends on interactions with 
other changes in the NPV model and the specific subprogram parameters. 
Treasury is developing these estimates as the subprogram specifications 
are finalized. 

According to Treasury officials, a loan with a positive NPV test result — 
that is one that would mean a mandatory modification-without the benefit 
of the HPDP payments will nonetheless receive this incentive payment, 
but only if the property is located in a qualified metropolitan area. It is not 
clear why mortgage holders/investors should further benefit from 
modifying loans that would pass an NPV test without an HPDP incentive 
solely because the properties are located in a market where home prices 
are declining. Providing HPDP payments for modifications that would 
have been made without this payment reduces the funds available for 
other HAMP efforts. As the subprogram is currently described, it is unclear 
how much of the $10 billion allocated to the HPDP incentives would be 
needed to increase the number of mocUfications made under HAMP and 
maximize assistance to homeowmers as provided for by the act. 
Furthermore, because none of the expenditures under HPDP would be 
recouped, it is crucial that Treasury ensure that funds are spent only when 
they are specifically needed to encoun^e additional modifications that 
would not be made without this incentive. 

• On April 28, 2009, Treasury announced the framework for reducing 
payments on or, in some cases, extinguishing second liens for borrowers 
that receive first-lien loan modifications under HAMP. Treasuiy estimates 
that approximately 50 percent of the borrowers who may receive a HAMP 


® As discussed later in thte report. Treasury 's custodian for TARP, Bank of New York- 
Mellon, will remit all paynrents under HAMP to servicers. Servicers are then responsible for 
distributing payments corrsistent with program guideiines to bon owers’ accounts and 
mortgage holders/lnvestors. 
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first-lien modification have second liens, and between 1 million and 1.5 
million borrowers, mi^t be eligible to receive a second-lien payment 
modification depending on servicer participation in this subprogram. 
Treasury plans to release second lien modification guidelines in late July 
or August 2(K)9. Servicers that sign a second lien subprogram participation 
agreement will be obligated to modify the second lien when a HAMP 
modification is performed on the associated first lien. The second-lien 
modification will include an interest rate reduction down to 1 percent and 
a reamortization of the loan to match the terras of the modified first-lien. 
There will be three types of incentives under this subprogram: a servicer 
incentive, an investor incentive, and a borrower incentive that will be 
applied toward paying down the principal on the first lien if the borrower 
is successful in making payments on the second. As an alternative to 
modifying the second lien, the servicer will have the option of paying it off 
in exchange for a lump sura payment under a preset formula. According to 
Treasury officials, the purpose of the second-lien subprogram is to help 
lower total monthly household debt payments and increase affordability of 
the second mortgage. As we have seen, Treasury has yet to determine the 
cost of the second-lien modification subprogram. 

Another planned HAMP subprogram provides alternatives for borrowers 
that do not qualify for a loan modification under the first-lien subprogram 
or cannot maintain payments during the trial period or modification but 
want to avoid foreclosure. Treasury states that these alternatives will be 
less costly to mortgage holders/investors than foreclosures because the 
borrower, servicer, and investor will avoid the foreclosure process 
entirely. According to an announcement by Treasury on May 14, 2009, 
participating servicers will be required to consider a short sale and, if that 
is unsuccessful, a deed-in-lreu of foreclosure when eligible borrowers are 
not able to complete a modification under HAMP. A short sale allows the 
borrower to sell the property at its current value even if the sale nets less 
than the total amount owed on the mortgage. With a deed-in-lieu under 
HAMP, the borrower voluntarily transfers ownership of the property to the 
servicer (provided the title is free and clear of additional liens). Servicers 
will receive compensation of $1,000 for a short sale or deed-in-lieu, and 
borrowers will receive $1,500 for relocation expenses. The Foreclosure 
Alternatives Program is designed to minimize the negative impact 
foreclosures can have on communities, including home price decline, 
vandalism and crime. This subprogram is still under development, and 
Treasury has not yet released detailed guidelines or estimated the overall 
cost or number of borrowers it expects to reach with these foreclosure 
alternatives. According to Treasury officials, detailed guidelines are 
expected by the end of August, 
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On April 28, 20(©, Treasury announced that it would partially support 
additional loan refinancings under the HOPE for Homeowners program. 
Servicers and lendeis that help make mortgages more affordable for 
struggling homeowners through HOPE for Homeowners will receive pay- 
for-success incentive payments comparable to some of the incentive 
payments made imder a HAMP first-Iien modification. Servicers can 
receive a $2,5(K) up-front incentive payment for a successful HOPE for 
Homeowners refinancing. Lenders who originate the new HOPE for 
Homeowners refinanced loans are eligible for success fees of up to $1,000 
per year for up to 3 years, so long as the refinanced loan remains current. 
According to Treasury, it will use TARP funds targeted for HAMP for these 
incentive payments. Treasury has not yet estimated the overall cost or the 
number of borrowers it expects to reach with the HOPE for Homeowners 
incentive payments. 
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HAMP May Not Resolve 
the Challenges of a 
Growing Segment of 
Borrowers with Negative 
Equity in Their Homes 


According to Treasury officials, HAMP’s overriding policy objectives are to 
make mortgage more affordable for struggling homeowners; maximize 
participation by borrowers, servicers, and mortgage holders/investors; 
implement HAMP quickly; and maintain reasonable budget costs. As a 
result, HAMP, which deals with making borrowers’ monthly payments 
affordable by reducing them to tbe target of 31 percent of their gross 
household income does not focus directly on the issue of negative equity 
that is experienced by a large and growing segment of borrowers (so- 
calied “underwater” borrowers). When a borrower owes more on the 
mortgage than the house is currently worth, the affordabiUty of monthly 
payments may not be the only consideration in the borrower’s decision to 
stay in the house. Several other factors may influence the borrower’s 
decision to default, including the degree to which the borrower is 
underwater, the borrower’s expectation of future house prices, the 
borrower’s current employment status and wealth, and possibly the 
borrower’s views on the moral and social acceptability of default. As 
shown in figure 4, many states with high foreclosure rates also have high 
proportions of mortgages with negative equity, and these proportions are 
often higher in states with large increases in unemployment.®’ 


®’Home foreclosiires data (based on foreclosure inventories) are from the National 
Delinquency Survey by Mortgage Bankeis Association, December 31, 2008. Negative equity 
is measured as properties with 6 percent or iess equity to account for borrowers on the 
margin of being underwater. The dataare available for only 44 states. See Table 1, 
Summary of December 2008 Negative Equ ity Data fivm- First American CoreLogic, 
March 4, 2009. Unemployment rate data are from the Unemployment Rates for States, 
Bureau of Labor ^atistics, http://ww\v. bl3.gov/lau/liistrk06.hriu for 2006 and 
http://ww\v.bls.gov/lau/ia^rkOS.htm for 2008. The percentage point change in 
unemployment is used to reflect the change in the economic status of borrowers in states. 
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Although HAMP does not address the issue of negative home equity 
direcdy, Treasury officials emphasized that underwater borrowers were 
not precluded in any way from applying for HA^IP loan modifications and 
that HAMP had no ioan-to-value ratio (LTV) ratio requirements. The 
officials also told us that ultimately the overall homeownership 
preservation program, Making Home Affordable (MHA), would have 
initiatives desired to address other factors affecting foreclosures, such as 
negative equity. For example, servicers are required to simultaneously 
evaluate borrowers for a trial loan modification under HAMP and HOPE 
for Homeowners refinance and to offer the HOPE for Homeowners option 
if possible. MHA will offer incentives to servicers under the HOPE for 
Homeowners program that are as generous as the incentives offered with 
HAMP modifications.^ Under HOPE for Homeowners, borrowers could 
also benefit from principal reduction that would reinstate positive equity 
in their homes. In addition, borrower incentive payments under the HAMP 
first-lien modification program go toward paying down principal on a first- 
lien mortgage. Treasury officials also noted that other HAMP incentives 
could help address negative equity including the possibility of a principal 
write-down as part of reducing borrowers’ monthly payments under 
HAMP, 

Analyses by Fannie Mae showed that underwater borrowers who were 
eligible for loan modifications under HAMP because they were in default 
or in imminent danger of default could pass the NPV test for loan 
modification successfully. These analyses found that borrowers with high- 
LTV mortgages generally passed the NPV model test for loan modification. 

Although Treasury has said that HAMP does not exclude and will 
ultimately offer specific tools to address the problem of underwater 
borrowers, there is still the possibility that some of these homeowners, 
facing the prospect of owing far more than their homes are worth, will 
walk away from their mortgages. A possible relationship between growing 
numbers of mortgage holders with negative equity and rising foreclosure 
rates suggests that the problem may become more critical, especially if 
home price declines continue. Currently no clear consensus exists on how 
to deal with underwater borrowers. In particular, lenders and 


^Under the HOPE for Homeownei's program, new insured mortgages cannot exceed 96.5 
percent of the current LTV for borrowers whose mortgage payn^ents do not exceed 31 
percent of their monthly gross income and whose total household debt does not exceed 43 
percent; a!temati\rely, the program allows for a 90 percent LTV for borrowers with debt-to- 
income ratios as high as 38 (mortgage payment) and 50 percent (total household debt). 
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policymakers face an information problem in trying to help borrowers 
with negative equity because It is hard to determine which borrowers 
really need help in order to stay in their homes. Nonetheless, the 
possibility of using negative equity as a criterion for loan modification 
should be approached with caution, given limited historical experience 
with large segments of borrowers with negative home equity and the 
potential for providing incentives to borrowers who would not default on 
their mortgages without them. We are currently undertaking further 
analysis to better understand the relationship between negative equity and 
the risks of defaults and foreclosures. 


Treasury’s Projection 
of the Number of 
Loans That Could Be 
Modified under HAMP 
Was Based on 
Uncertainties in Key 
Assumptions and May 
Be Overstated 


Treasury’s estimate of the number of borrowere who would likely be 
helped under HAMP reflects uncertainty created by data gaps and the need 
to make numerous assumptions, and this projection may be overstated. 
Further, documentation of the many assumptions and calculations 
necessary for the analysis is incomplete and Treasury has not specified 
plans for systematically updating its projections. While we acknowledge 
that Treasury was moving quickly to develop estimates for a new and 
untried program for which there were limited comparable data, more 
thorough documentation would help establish a credible baseline against 
which to monitor and revise key program assumptions to ensure the 
program objectives are being met. 


Treasury's Projected 
Number of Loans That 
Could be Modified Is 
Complicated, Challenging, 
and Uncertain 


The process for estimating the expected number of home loans that could 
be modified under HAMP is complicated and challenging, and the 
projection is uncertain. Treasury officials faced challenges in projecting 
the number of loans likely to be modified under HAMP. First, Treasury had 
to cope with incomplete data on the characteristics of mortgage loans and 
borrowers. For example, there is no single source of information on 
existing mortgages. Loan databases vary in the information collected and 
in their presentation, making it difficult to develop comparable and 
consistent bases for empirical projections. Also, it Is arguable whether 
models of borrower and lender behavior based on experience prior to the 
mortgage crisis are completely relevant in predicting behavior in stressed 
markets because of the unprecedented severity of the housing price 
decline exacerbated by weaknesses in the overall economy. These 
conditions complicate the analysis and create uncertainty. Furthermore, 
Treasury officials had to develop the estimate very quickly. HAMP was 
initially announced on February 18, 2009, and Treasury published detailed 
guidelines and authorized servicers to begin modifications only 2 weeks 
later, when HAMP guidelines were publicly released on March 4, 2009. 
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Such a time constraint limited Treasury’s ability to undertake rigorous 
empirical analysis to provide a projection that is robust to changes in its 
assumptions. 


Treasury Projected That 
HAMP Could Help Up to 3 
to 4 Million Borrowers, but 
Loans That Would Remain 
Current under the First- 
Lien Subprogram Could Be 
Lower 


In order to support Treasury’s policy design and cost estimation, it 
developed an initial internal projection that up to 3 to 4 million borroweis 
who were at risk of default and foreclosure could be offered a loan 
modification under HAMP. However, because of the unsettled dynamics of 
the mortgage market and overall economic conditions, actual outcomes 
may well be different from the projection. Treasury projected that about 
two-thirds of the eligible 3 to 4 million borrowers would have their 
mortgages modified using TARP funds and that the remaining one-third — 
those owned or guaranteed by Fannie Mae or Freddie Mac — would be 
modified using GSE funds. However, consistent with recent experience, 
not all of the loans modified under HAMP would likely remain current 
over the 5-year life of the first-lien subprogram. According to Treasury 
officials, the redefault rate estimates that they examined were for loan 
modification programs that predated HAMP, which likely did not result in 
monthly mortgage payment reductions or contain incentive payments 
similar to those of HAMP. 


According to HAMP guidelines, loans that originated on or before January 
1, 2009, may be eligible, and new borrowers will be accepted until 
December 31, 2012. Because the maximum possible length of the first-lien 
modification program for each loan after the 90-day trial period is 5 years, 
loans that enter HAMP in 2012 will have to tenninate participation in 
HAMP by 2017. After completion of the first-lien modification program, 
borrowers’ mortgage payments could gradually increase to levels 
consistent with an interest rate cap that reflects market conditions at the 
time the loan modification is made.® 


■^We have previously discussed the interest rate cap, 
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Treasury’s Projection of 
Loans Likely to Be 
Modified Depends on 
Several Uncertain 
Assumptions and Requires 
Complete Documentation 


3. the proportion of borrowers likely to apply for loan modification as 
determined by servicers’ and borrowers' expected participation; and 

4. the proportion of loans that would likely pass the NPV test for loan 
modification and be offered the 90-day loan modification trial. 

As previously noted, HAMP has several eligibility requirements, including 
that the property be an owner-occupied, single-family residence (one to 
four units) that is the borrower’s primary residence and that the mortgage 
loan amount not exceed the current threshold for so-called “jumbo” 
loans. 

To determine the nuntber of eligible loans likely to become at risk of 
foreclosure, Treasury used data from a variety of sources to make its 
initial projection that roughly 50.3 million active loans, excluding those 
insured by FHA or guaranteed by VA, existed, including those in default 
and already in the foreclosure process." Excluding loans that did not meet 
HAMP’s eligibility requirements, Treasury calculated that about 47.4 
million, or 94 percent, of this group might be eligible for loan modification. 

Next, based on current mortgage market conditions and expected future 
changes in the performance of different types of loans, in March 2009, 
program officials projected that over 10 million loans, or 21 percent of the 


Based on our analysis of Treasury’s description and documentation of its 
process for determining the nimiber of loans that could be modified under 
HAMP, we identified four phases, consisting of projecting the following: 

1. the likely number of borrowers at risk of default/forcclosure; 

2. the proportion of loans held by borrowers with debt-to-income ratios 
greater than 31 percent that were eligible for payment reductions 
because these loans were likely unaffordable; 


■‘"Jumbo loans, which are eligible for HAMP, are loans that exceed the loan limits set by the 
GSEs and include conforming jumbo loans (those that can be purchased by the GSEs but 
are priced higher than noryumbo loans). 

"The data sources included Mortgage Bankers Association data for securitized loans, 

FHFA reports on data for loans owned or guaranteed by Fannie Mae and Fi eddie Mac, and 
loan data reported by industry participants. According to the progranx guidelines, loans 
owned or guaranteed by FHA, the Rural Housing Service, and VA will also be included in 
the Making Home Affordable program. As already discussed, loans owned or guaranteeil by 
the GSEs are not modified using TARP funds but are modined using GSR fund.s- 
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existing total loai«, would likely become at risk of foreclosure through the 
fourth quarter of 2012 (step 1 of fig. 5). Treasury officials underscored 
that this estim^ was not a formal Administration projection and did not 
reflect an Adminfetration view about either the housing market or 
economic recovery. Uncertainties exist in this projection both because of 
the problematic nature of forecasting the future macroeconomic situations 
including home prices, unemployment rates and other factors that have 
influenced default and foreclosure rates as well as the difficulty 
forecasting borrower decisions to default. Further complicating the 
projections is a lack of knowdedge about the potential number of vacant 
homes and the number of investor-owned homes that are improperly or 
potentially fraudulently classified as owner occupied. A recent estimate by 
the Joint Center for Housing Studies of Harvard University indicated that 
the homeowner vacancy rate for the nation had reached a record high of 
2.8 percent last year. For homes built since 2000, tlie vacancy rate was 9.7 
percent in 2008, a jump of almost 4 percentage points in just 2 years.'*^ 
Because of the recent increase in vacancy rates and the potential number 
of homes owned by investors and not households, Treasury’s estimate of 
owner-occupied homes, and thus of the number of borrowers HAMP could 
assist, may be overstated. 

The second step of the estimation considers the HAMP’s requirement that 
borrowers’ current debt-to-income ratios exceed 31 percent. Extrapolating 
from limited data on borrowers’ current debt-to-income ratios, Treasury 
projected that 80 percent of the over 10 million loans at risk of foreclosure 
would meet this requirement, or about 8.4 million loans, because these 
loans are likely unaffordable (step 2 of fig. 5). 

Third, the estimation required an assumption about the participation of 
eligible borrowers who apply for loan modification. Treasury projected 
that 65 percent (about 5.6 million loans) of the targeted group of 
borrowers (borrowers at risk of foreclosure and with debt-to-income 
ratios exceeding 31 percent) would likely apply for loan modification 
under HAMP (step 3 of fig. 5). According to Treasury, this projection is 
consistent with its projection that enough servicers would part.ic:ipate in 


‘^Program officials indicated they had n\ade projections of tlie number of loans that would 
be at risk of defaults and foreclosures from a number of sources, including the private and 
public sectors. 

^■’See The Slate of the Nation’s Housing 2009, Joint Center for Housing Studies of Harvard 
University, 2009. 
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HMIP to cover approximately 90 percent of the potential loan population 
and that the borrower response rate would be more than 50 percent. In 
developing the participation rate, Treasury officials told us they 
considered a number of possible combinations of the servicer 
representation rate and borrower participation rate, including a borrower 
participation rate of 70 percent. However, Treasury’s estimate of lender 
participation has not yet been borne out by experience. As of July 14, 2009, 
27 loan servicers Oncluding the 5 largest U.S. servicers) had signed 
participation agreements. Treasury estimated that these participants 
represented about 76 percent of non-GSE loans (see app. I for a listing of 
the servicers that had signed agreements as of July 14, 2009). As previously 
noted, HAMP covers GSE loans, as well as non-GSE loans, According to 
Treasury officials, servicers with signed participation agreements 
represent around 85 percent of GSE and non-GSE loans in the country. 
Treasury officials noted that the process of signing up servicers is ongoing, 
that servicer participation rates have been increasing, and that several 
servicers were “in the pipeline” and ready to sign contracts shortly. In 
deciding to participate, servicers can be influenced by several factors, 
including their own capacity to modify loans and the appeal of the 
government’s incentive programs. It remains to be seen how many more 
services will decide to sign up for HAMP. 

Treasury’s projected response rate for borrowers may also be too high. 

The program that is most like HAMP— FDIC’s IndyMac Federal Bank loan 
modification program — thus far has had a maximum response rate of 50 
percent for borrowers, well below the rate projected for HAMP.” Treasury 
stated that HAMP’s participation rate will likely be higher, in part, because 
of the outreach Treasury has done to publicize it. According to Treasury 
officials, a number of steps have been taken to raise awareness of the first- 
lien modification program consistent with the Presidential announcement 
and the high-profile nature of HAMP. These steps include creating a Web 
site that is targeted toward borrowers and that, according to Treasury 
officials, received over 27 million page views as of July 18, 2009. Treasury 
officials also said that, according to servicers, more than 1 million letters 
had been mailed to borrowers to inform them about HAMP and that 
services had reviewed several hundred thousand current and delinquent 
loans for potential eligibility. 


”On July 11, 2(X)8, FDIC wjk named conservator of IndyMac Federal Bank. Soon after, 
FDIC developed a loan modification program to convert, nonperforming mortgages owned 
or serviced by the bank into affordable loans. 
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However, Treasuiy’s estimate includes borrowers holding mortgages on 
homes that may not be owner-occupied, which are specifically excluded 
from HAMP participation. Further, not all potentially eligible borrowers 
may decide to participate in HAMP for a variety of reasons — for example, 
because of their experience with loans that eventually became 
unaffordable or because they may have limited knowledge about HAMP. 
Moreover, borrowers cannot participate in HAMP unless their servicers 
also do. Borrowers with servicers who elect not to participate in HAMP 
will thus be excluded. All these factors suggest that Treasury’s estimate of 
the participation rate may well be optimistic, but Treasury has planned to 
provide resources to support the targeted projection. 

Treasury’s fourth step in the process of calculating how many 
homeowners the first-lien modification subprogram would help was to 
estimate the number of loans that were likely to pass the NPV test required 
to start a 90-day loan modification trial. Treasury officials developed a 
simplified NPV test model to help detemrine the expected number of loans 
that would be modified. As previously discussed, the NPV test is 
considered positive for loan modification if the total expected cash flow of 
a modified loan is greater than the total expected cash flow of an 
unmodified loan. Servicers are required to modify loans when the NPV test 
shows this “positive" outcome, while they have the discretion to modify 
loans that do not pass the NPV test or to pursue alternatives to foreclosure 
such as short sales or deeds-in-lieu. Treasury estimated that about 70 
percent (3.9 million) of the at-risk population of borrowers tested would 
likely pass the NPV test and be offered the 90-day trial modification (see 
step 4 in fig. 5). 
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Figure S: Tf^asury'^ projections of Homeowner Participation in HAMP, Reflecting 
Uncertainties Due to Data Oaps and Necessary Assumptions, 2009-2012 



Source: GAO a^a}y3is of OFS flocumerts, as oS March 2009, 


Note; data include loans modified using TARP ^inds and loans modified using GSE funds, 

Among the 3.9 million borrowers likely to be oftbred trial modifications, 
not; all of the borrowers will succevssfuliy complete tlie trial period. In 
addition, some borrower will subsequently default on tlieir modified 
loans aftetr completing the trial period. According to Treasmy officials, the 
redefault rate estimates that it examined were consistent with the Office 
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of the Comptroller of the Currency's (OCC) and Office of Thrift 
Supervision’s (OTS) analyses of loan modihcations, as well as with FDIC’s 
IndyMac Bank estimates. For example, the IndyMac Federal Bank loan 
modification program, which is the program most like Treasury’s, used a 
40 percent redefault rate in its base NPV spreadsheet to determine the 
value of modifying a loan."^ In their most recent quarterly Mortgage 
Metrics Report dated June 30, 2009, OCC and OTS reported the percentage 
of borrowers that had redefaulted (60 days or more delinquent) bn their 
modified loans ranged between about 23 percent at 3 months following 
modification to about 52 percent at 12 months following modification/® 
However, Treasury officials stressed that it was difficult to compare 
potential HAMP redefault rates to those for other loan modification 
programs because of significant differences in program features. In 
particular, they noted that loan modifications that did not result in 
monthly mortgage payment reductions similar to those required under 
HAMP (31 percent debt-to*income threshold) or contain incentive 
payments similar to I lAMP’s would not provide an adequate basis for 
comparison. Also, the data cover activities of only certain member 
institutions (9 national banks and 4 thrifts) and, therefore, may not fully 
represent all market segments, including the subprime lending market. In 
addition, the redefault rates reported by others are for loans that have 
been recently modified (typically within the last 12 months or less), while 
the life of the HAMP, over which redefaults would be measured, covers 
five years. 

Treasury officials have indicated that some of their key assumptions 
involve significant uncertainties, and these uncertainties make the need 
for complete and accurate documentation of the assumptions and analyses 
supporting the estimates of critical importance. The lack of adequate 
documentation and incomplete specification of many of the assumptions 
underlying Treasury’s projection of the number of borrowers who could 
be helped by HAMP makes it difficult to assess the reliability of the 


*’According to FDIC, the redefault rate used In its NPV spreadsheet was estimated per 
historical re-default experience for other modification programs and a program specific 
projection. 

^’See Office of the Comptroller of the Currency and Office of Thrift Supervision, OCC and 
OTS Mortgage Metrics Rep<rrt: Disclosui'e of National Bank and Federal Thrift Mortgage 
Loan Data First Quarter 2009, June 2009. This report presents key data on first lien 
residential mortgages serviced by national banks and thrifts, focusing on mortgage 
performance, loan modifications, payment plans, foreclosures, short sales, and fieed-ui- 
Iieu-of-forec!osure acrions. 
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estimates and, going forward, may hinder efforts to evaluate how well the 
firet-lien program is meeting its objectives/' In order to improve the 
validity of the overall projection of the number of loans that would be 
modified under HAMP, it is essential that the process be supported by 
detailed information and complete documentation and that the key 
assumptions and calculations are regularly reviewed and updated. 


Treasury Has 
Developed but Not 
Finalized the 
Oversight Structure 
for HAMP, and Is Not 
Systematically 
Evaluating Servicers’ 
Capacity during 
Program Admission 


Treasury has taken a number of important steps toward implementing 
operational procedures and internal controls for HAMP including 
establishing an organizational structure for overseeing HAMP; delegating 
implementation authorities and rasponsibilities to its financial agents; and 
drafting work flows, such as the allocation process for each participating 
servicer. However, significant gaps in its oversight structure remain, 
including the lack of a full complement of permanent staff in OF^’s 
Homeownership Preserv'ation Office (HPO), the office responsible for 
HAMP governance, and the lack of a finalized comprehensive system of 
internal control for the program, including policies, procedures and 
guidance for program activities. In addition, it is unclear when 
comprehensive processes will be in place to address noncompliance 
among servicers, including processes to ensure that servicers evaluate 
borrowers in imminent danger of default for HAMP participation. Further, 
Treasury has not established procedures to consistently evaluate the 
capacity of participating servicers to fulfill HAMP requirements or to 
assess any risk that individual servicers may pose to the program during 
the admission process. Moreover, some servicers have raised concerns 
about the complexity and burden of HAMP’s data collection and reporting 
requirements, suggesting that these servicers may not have the capacity to 
fulfill HAMP requirements. Without a consistent method of evaluating all 
servicers during program admission, Treasury is limited in its ability to 
identify, assess, and address potential risks that could prevent servicers 
from fulfilling program requirements. 


^'For example, Treasury has not provided supporting documentation for why a borrower 
response rate of 70 percent is reasonjd)le. Also, program officials have not provided 
detailed information and supporting documentation for the program's projection of the 
proportion of the existing total loans Uiat would likely become at risk of foreclosure. 
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Treasury and Its Financial 
Agents Have Taken Steps 
to Design Procedures and 
Controls to Implement 
HAMP but Have not 
Finalized a Comprehensive 
System of Internal Control 


In implementing HAMP, Treasury developed an organizational structure 
that delegates some administrative and oversight responsibilities to its 
financial agents while retaining authority for overall HAMP 
implementation. According to Treasury, the broad responsibilities that 
have been delegated to its financial agents — Fannie Mae, Freddie Mac, and 
Bank of New York-Mellon — have been delineated in the agreements that 
have been signed with these entities, with specific roles assigned to each 
entity: 


Fannie Mae, as the HAMP program administrator, is responsible for 
developing and administering program operations including registering, 
executing participation agreements with, and collecting data from 
servicers. 


Freddie Mac, as the HAMP compliance agent, is responsible for 
compliance and audit of the program, including onsite and remote servicer 
reviews and audits. According to Freddie Mac, its authorities include 
conducting announced and imannounced information technology testing, 
security reviews, and audits. In addition, Freddie Mac officials said they 
would manage any corrective action and report compliance violations to 
Treasury and other regulatory agencies. 

Bank of New York-Mellon, as Treasury’s custodian and payment agent for 
TARP, is responsible for remitting mortgage payment reductions and 
program incentive payments to participating servicers. 

Individual servicers enter into servicer participation agreements that set 
out their responsibilities, including processing loait modifications that 
adhere to program guidelines; reporting complete and accurate data to 
Fannie Mae; receiving and distributirvg incentive paynients for borrowers 
and investors; properly applying payments to borrower accounts; and 
developing, enforcing, and conducting internal reviews of an internal 
control process that monitors and helps ensure program compliance. As 
previously discussed, the servicer participation agreement specifies 
actions Fannie Mae may take if a servicer fails to perform or comply with 
any of its material obligations under the program including reducing the 
amounts payable to the servicer, requiring repayment of previous 
payments made under HAMP under certain circumstances, requiring the 
servicer to submit to additional program oversight, or tenninating the 
servicer participation agreement. 

Within Treasury, OFB’s HPO has primary responsibility for HAMP 
implementation. According to Treasury, roles within HPO include audit 


Page 38 


GAO-09-837 Troubled Asset Relief Program 




218 


oversight, Congressional and regulatory liaisons, communications and 
marketing, policy development, data analysis, and operations. HPO 
officials told us that they rely on several other OFS and Treasury support 
offices, including diose involved with compliance and risk, internal 
controls, cash management, and human resources to assist HPO with 
various aspects of HAMP governance. 

Wluie much of Treasury’s organizational structure for HAMP has been 
established, as we have previously reported, hiring efforts for HAMP are 
still ongoing. “ Although HPO was created in November 2008, and its 
current structure established in March 2009, some of its positions continue 
to be filled with temporary detailees from other offices or agencies, and 
many positions remain vacant. According to Treasury officials, all director 
positions within HPO have been filled. However, although Treasury has 
continued to seek a highly qualified candidate to fill the position of Chief 
Homeownership Preservation Officer, as we stated in our most recent 
TARP 60-day report, it has been filled by interim chiefs. According to 
Treasury, as of July 16, 2009, 11 positions are fOled with permanent 
employees and 3 are filled with temporary detailees, while 17 positions 
remain vacant. According to OFS’s strategic workforce plan. Treasury will 
perfonn a review of each mqjor component of OFS on a bi-monthly basis 
to assess continuing workforce needs and determine where a(^ustments 
are needed, including whether positions are filled by appropriate staff, 
whether position descriptions need to be updated, and whether there are 
staffing gaps that need to be addressed. 

According to Treasury, as of July 2009, a bi-monthly review of HPO had 
not yet been conducted but would be scheduled later in the month. 
Because HAMP is a new and untested program involving significant 
outlays of taxpayer dollars to privately owned companies (servicers) and 
mortgage holders/investors, it will be important for HPO to continue to 
regularly evaluate the number of staff and their competencies to ensure 
that it has the resources needed to effectively govern the program. 
Consistent with GAO’s internal control standards, the quality of human 
capital policies and practices including, but not limited to, hiring affects 
the control environment.*® A strong control environment will depend, in 
part, on the competence of staff hired to manage and perfonn program 


*®GAO-09-6o8. 

*^GkO,Sianiiai^forlnlermlCorit'>'ol in the Federal Government, GAC)/AIMD 00-21.:J-I 
(Washington, D.C.: November 1999). 
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operations. As we have previously recommended, Treasury should 
continue its hiring efforts in an expeditious manner to ensure that 
Treasury has the personnel needed to carry out and oversee TARP 
initiatives. Potential weaknesses in the control environment due to hiring 
and staffing deficiencies may limit Treasury's ability to plan, direct, and 
control HAMP operations and could put taxpayer funds at risk. 

In addition to establishing an organizational structure for HAMP, Treasury 
has developed and, according to program officials, continues to refine key 
operational procedures and internal controls that it anticipates executing 
when the initial first-lien modification payments are made to servicers 
under HAMP. In particular, Treasury has drafted flow charts which 
delineate aspects of the overall HAMP process, using key internal control 
points with corresponding narrative descriptions. According to Treasury, 
internal controls have been implemented for transactions that have 
already occurred To date, transactions have primarily involved the setting 
of servicer caps. On July 17, 2009, Treasury began a simulation involving 
Treasury, Fannie Mae, and Bank of New York-Mellon of the HAMP 
disbursement process that tested internal controls over the disbursement 
of TARP funds. However, complete policies and procedures for HAMP are 
still in draft and are scheduled to be completed by September 30, 2009. To 
ensure that program guidelines are followed consistently and resources 
are used appropriately throughout the HAMP process in the coming stages 
of the program, it will be important for Treasury to finalize and monitor its 
internal control system. As part of our future TARP work, we will continue 
to review Treasury’s ongoing efforts to establish and implement a 
comprehensive system of internal control. 

Treasury officials notccl that they are developing performance measures 
for HAMP, an early draft of which includes process measures such as the 
number of servicers participating in the program and the number of 
borrowers being reached, as well as outcome measures such as average 
debt-to-income ratios (pre and post modification) and redefault rates. 
However, many of the specifics of these perfomiance measures have not 
yet been defined. For example, Treasury has not specified the sources of 
the data to be used or the definitions of success for each measure. Further, 
the draft performance measures do not include measures of servicer 
performance, including whether servicers are meeting program 
requirements related to modifying loans for borrowers not yet in default. 
Treasury officials indicated that they will work with servicers to set more 
precise process measures for the program, including average borrower 
wait time for inbound borrower inquiries, the completeness and accuracy 
of information provided to applicants, and response time for completed 
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applications. Treasury officials also told us that by August 4th, Treasury 
will begin issuing monthly reports with some servicer-specific 
performance measures, including the number of trial modifications each 
servicer has extended to eligible borrowers, the number of trial 
modifications that are underway; the number of final modifications and, 
eventually, the long term success of those modifications. According to the 
Senate committee report accompanying the Government Performance and 
Results Act of 1993, armual performance goals are the major means for 
gauging progress toward accomplishment of longer-term program goals. In 
developing performance measurements, it will be important for Treasury 
to be able to evaluate HAMP’s progress toward its goals, including 
preserving homeownership, and to define outcome measures that will be 
objective, measurable, quantifiable, and reflects the goals and mission of 
IIAMP. 

While HPO continues to refine the areas of the FIAMP operational process 
that require direct Treasury involvement, Fannie Mae has begim mapping 
out the overall IIAMP program process — including registration and data 
collection set up for participating servicers — and assessing potential risks 
in the overall processes to specify points for internal control. In addition, 
Treasury officials noted that they are currently reviewing with Fannie Mae 
its documentation of the processes around the calculation of incentive 
payments and the invoicing process. Treasury officials said Fannie Mae 
has provided Treasury for its review and comment the most recently 
available draft internal control documentation for HAMP processes for 
which controls have been designed, completed or executed. Treasury 
officials said they are participating in regular meetings with Fannie Mae 
personnel to discuss the different HAMP processes and associated internal 
controls. 

According to Fannie Mae, the agency is developing controls to ensure the 
effectiveness of operations throughout the modification process, including 
those needed prior to making the first modification payment to servicers. 
For example, Fannie Mae officials noted that-working with Treasuiy and 
other agencies— they had developed automated edit checks for loans that 
were being electronically evaluated for HAMP eligibility. Farmie Mae has 
documented certain internal controls, including those that focus on 
registering, executing contracts with, and setting up servicers in flAMP 
electronic systems; the HAMP payment process; and the HAMP reporting 
process. Fannie Mae is working with Treasury to develop processes and 
internal control documentation for additional steps in the HAMP process, 
including, for example, trial modification administration and data 
collection and reporting. Fannie Mae has set a timeline for the 
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development, assessment, and testing of the administrative and set-up, 
record keeping and reporting, paying agent, and electronic data 
management proces^s for HAMP, According to the timeline, most 
processes will be designed by mid-August, with assessment and testing to 
continue through late October 2009. According to Treasury, as of June 30, 
2009, Fannie Mae, in coordination with Treasury, performed effectiveness 
testing for three areas — servicer set-up, servicer caps, and incentive 
accruals (calculations of HAMP payments owed to each servicer in the 
immediate future). However, some processes that were scheduled to be 
completed by now are still under development. Specifically, setting up the 
trial modification process in Fannie Mae’s electronic data system, and the 
initiation and eligibility aspects of the official modification process were 
all scheduled to be completed in June 2009, but were still under 
development as of July 2009. 

Freddie Mac has begun defining and documenting its HAMP compliance 
testing program. According to Freddie Mac, compliance reviews will take 
three approaches: 

• announced reviews (remote and onsite), which vrill provide a structured 
and consistent process to assess servicer compliance; 

• unannounced reviews (remote and onsite), which will provide the ability 
to review any loan at any time; and 

• data analysis, including third-party data verification, which will provide 
ongoing analyses of servicers to identify patterns or trends that require 
investigation. 

Freddie Mac plans to use these three approaches to verify participating 
servicers’ adherence to program guidelines and has begun to consider how 
potential areas of noncompliance will be identified. For example, Freddie 
Mac will conduct trial period reviews, which are on-site audits and file 
reviews targeting larger servicers and are intended to assess the strength 
of the servicer’s control environment, systems, and staffing. According to 
Treasury, the first trial review completed in June 2009, two reviews 

began or vrill begin in July 2009, and four reviews are scheduled to begin in 
August 2009. In addition, to ensure that all eligible borrowers are given the 
opportunity to participate in the program, Freddie Mac Indicated that it 
will use performance reporting data to track modification volume against 
expectations. According to 'Treasury officials, Freddie Mac will also 
develop a “second look” process, whereby it will audit modification 
applications that have been declined. Freddie Mac vtill coordinate with 
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servicers to addre;^ specific cases that surface as a concern, as well as 
more generally address potential operational weaknesses where errors 
prove more s^ematic. To identify fictitious modifications, such as 
modifications reported by a servicer on a loan that does not exist, Freddie 
Mac will take steps such as investigating borrower complaints and running 
database tests to identify multiple modifications for a single borrower. 

However, it is unclear when Freddie Mac will have procedures in place to 
address identified instances of noncompliance among servicers. In 
particular, while Treasury has emphasized in program announcements that 
one of HAMP’s primary goals is to reach borrowers who are still current 
on mortgage payments but at risk of default, no comprehensive processes 
have yet been established to assure that all borrowers at risk of default in 
participating servicers’ portfolios are reached. For example, the program 
guidelines do not specify how servicers are to document inquiries from 
borrowers claiming to be at risk of default. Accorchng to Treasury officials, 
some procedures have been put in place to ensure that this goal is 
reached. For example, they said that Freddie Mac would assess whether 
servicers were offering modifications to borrowers who were not yet 
delinquent by reviewing servicer call records of borrowers in this situation 
who contacted servicers. However, it is unlikely that these reviews will 
provide a complete assessment of servicers’ responses to borrower 
inquiries. 


Neither Treasury Nor Its 
Financial Agents Are 
Systematically Evaluating 
the Capacity of Servicers 
to Fulfill HAMP 
Requirements during 
Program Admittance 


Servicers are required to fulfill extensive progiam requirements, which for 
some servicers will necessitate increasing string and updating data 
collection systems. However, Treasury and its financial agents are not 
consistently assessing the ability of prospective HAMP servicers to meet 
distinct liAMP requirements and guidelines during the program 
admittance process. In November 2008, the federal banking regulators 
stated that banking organizations needed to ensure that their servicers 
were sufficiently funded and staffed to work with borrowers to avoid 
preventable foreclosures while implementing effective risk mitigation 
measures. However, in its March 2009 report, COP noted that servicers 
were generally understaffed, lacked the capacity to handle the pre-HAMP 
demand for loan workout requests, and had no apparent ability to handle a 
greater volume of loan modifications, such as that expected to be 
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generated under HAMP.“ Furthemiore, on July 9, 2009, the Secretaries of 
the Treasury and HUD sent a letter to participating servicers that 
identified a gener^ need for servicers to devote substantially more 
resources to HAMP’s loan modification program. In this letter, the 
secretaries asked that servicers appoint a high-level liaison to be the point 
of contact for implementation of the MHA program, expand their servicing 
capacity, and improve the execution quality of loan modifications. 
Consistent with GAO standards for internal control, program managers 
should identify potential program risks, and analyze them for their 
possible effect. As mentioned above, participating servicers agree to 
fulfill program requirements set forth in ail program guidelines, including 
the servicer participation agreements they sign with Fannie Mae. The 
HAMP servicer registration process guidelines contain controls to validate 
the servicers and their portfolio size and activity level, and Treasury 
officials said that they were conducting weekly phone calls with servicers 
and planning a servicer conference. 

Freddie Mac conducted readiness reviews of a limited number of 
servicers. However, Treasury officials told us that the readiness reviews 
were not intended to be used to evaluate servicers prior to entering the 
program, but instead were part of the program implementation process. 
Freddie Mac officials noted that the objective of these reviews was to 
assess servicers’ readiness to (1) understand the requirements of the 
HAMP program; (2) effectively execute program requirements witliin their 
infrastructure; and (3) ensure compliance with program requirements by 
implementing new policies, procedures, and controls. Treasury described 
the reviews as a snapshot of how an initial group of servicers understood 
and could implement HAMP requirements. According to Treasury and 
Freddie Mac, readiness reviews of seven of the largest servicers that own 
or service some loans not owned by Freddie Mac or Fannie Mae have been 
completed and no additional readiness reviews are planned. As a result, 20 
servicers that liave executed agreements as of July 14, 2009, will not 
receive readiness reviews. Thus, without systematically conducting 
readiness reviews — or using other means of assessing servicer capacity — 
during the admittance process Treasury cannot identify, assess, and 


‘^'Congressional Overs^ht Panel, March 2009. Loan workouts include forbearance plans 
and loan modifications, which are options to avoid foreclosure discussed previously in tliis 
report. 

■’‘GAO/AIMD-0O-21.3.L 
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address risks associated with servicers that lack the capacity to fulfill all 
program requirements. 

Moreover, Freddie Mac officials told us that they had initially planned 
multiday servicer readiness reviews that included both interviews and 
documentation reviews, but they indicated that the reviews to date 
consisted only of interviews with senior executives and that information 
gathered during the interviews was not verified. Freddie Mac also initially 
stated that if deficiencies were identified during servicer readiness 
reviews, a remediation plan would be developed and appropriate follow up 
actions instituted, but it later indicated that the reviews conducted did not 
involve any follow-up monitoring as a result of identified deficiencies. It is 
unclear how Treasury and Freddie Mac will follow up with servicer 
deficiencies identified as part of these reviews. 

While Freddie Mac noted that servicers that had received readiness 
reviews were optimistic about their ability to meet program requirements, 
they also indicated that servicers needed adequate time to fully design, 
develop, test, and implement new procedures and infrastructure to 
properly handle cash movement and incentive disbursements. In addition, 
as part of these reviews servicers expressed concerns about their 
capability to monitor potential fraud among borrowers and said that they 
need greater guidance in identifying, assessing, mitigating, and disclosing 
potential noncompliance situations including those involving fraud, waste, 
and abuse. 

Moreover, some servicers have expressed concerns about their ability to 
meet all program requirements, particularly with regard to data collection 
and reporting, outside of the readiness reviews. On April 6, 2009, Fannie 
Mae announced requirements for data collection and reporting by 
participating IIAMP servdcers aiid on July 6, 2009 it issued an update to 
this guidance."^ According to these guidelines, servicers are required to 
report selected data during the modification trial period and when the 
modification has been approved. Once the modification has been 
approved, servicers must begin reporting activity on HAMP loans on a 
monthly basis. These data reports are submitted to Fannie Mae in its role 
as HAMP program administrator and record keeper, and include loan 
identifiers, servicer registration and bank account information, and loan- 


^'HAMP Supplemental Directive 09-01 and Horae Affordable Modification Pi-ogram (HAMP) 
Servicer ReporUng Requirements. 
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level data such as borrower identification information and NPV test 
results. However, according to a HOPE NOW survey of some of its servicer 
members, none of the nine servicers that provided written responses could 
provide all of the 106 data elements that Treasury had deemed high 
priority, with servicers reporting that they could collect between 38 and 87 
of these high-priority data elements.^’ In addition, during an outreach 
meeting Treasury held with 13 HAMP servicers, some participating 
servicers indicated that they would have difficulty collecting data and 
providing reports for all of the required data elements, citing barriers such 
as capacily issues, limited system platform capabilities, lack of experience 
with particular data elements, and incomplete guidance on data definitions 
and report templates. Similarly, all six of the servicers that we contacted 
also told us that that they would need to develop separate platforms to 
capture HAMP data they had not collected in the past. For example, three 
out of the six small to large servicers specifically cited as a concern 
collecting demographic information (race, ethnicity, gender, etc.), which 
will be required as of October i, 2009, because of the sensitive nature of 
the information.^ Treasury updated its data definition document again on 
July 20, 2009. According to Treasury, HAMP’s phased in data collection 
and reporting approach was developed to try to limit the burden of these 
requirements on servicers. 

Treasury officials noted that nearly all of the servicers that were expected 
to participate in HAMP had already been approved through a GSE 
eligibility process.®* Currently, all 27 participating HAMP servicers were 
GSE-approved servicers. However, some HAMP requirements are distinct 
from requirements set by GSEs. For example, as previously noted, some 


®^’H0PE now is an alliance between counselors, mortgage companies, investors, and other 
mortgage market participants to maximize outreach effons to homeowners in distress to 
Itelp them stay in their homes and creates a unified, coordinated plan to reach and help as 
many homeowners as possible. Tlic Department of the Treasury and the U.S. Department 
of Housing and llilian Development encouraged leaders in the lending industry, investors 
and non-profits to form this alliance. 

*^To help servicers implement HAMP, Fannie Mae issued a supplemental directive 
concerning the coUecUon of such data. HAMP Supplemental Directive 09-02, Fair Housing 
Obligations under the Home AffordjUiIe Modification Program CApr. 21, 2009). 

^‘'Servicers who wish to service mortgages for Freddie Mac or Fannie Mae must meet 
certain criteria before being approved to service tliese loans. Eligibility requirements for 
both Freddie Mac and Fannie Mae primarily include being able to service mortgages in a 
manner acceptable to the GSE, meeting ceitain net worth requirements, agreeing to 
provide audit records and financial statements, and meeting specified insurance 
requirements. 
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sendcei^ have e3q)ressed concern about meeting HAMP requirements. 
Therefore, even when HAMP participating servicers are GSE-approved, 
the servicere’ capacity to implement a large-scale loan modification 
program has not been a^essed and is unknown. Furthermore, in the 
future, HAMP servicers may include those that only service non-GSE 
loans. Treasury officials indicated that they plan to develop eligibility 
requirements for non-GSE servicers, but the assessment criteria and 
processes for implementing these requirements remain unclear. Consistent 
with GAO’s standards for internal control, program managers should 
identify risks, consider all significant actions between the program and 
other parties, and analyze risks identified for their possible effect. 

Without a comprehensive assessment of servicers’ capacity or the 
potential risks servicers pose before they enter into participation 
agreements and receive taxpayer funds, Treasury and its financial agents 
cannot adequately determine the potential areas of risk individual 
servicers may pose. Further, they cannot mitigate the potential negative 
effects of these lisks and may not be able to provide the additional support 
and guidance some servicers may need to properly meet ail program 
requirements. We will continue to look at servicers’ capacity to effectively 
implement HAMP as part of our ongoing TARP oversight responsibilities. 


Conclusions 


In our March 2009 report on TARP, we reported that significant program 
components and controls were under development for HAMP. Currently 
several components have not yet been implemented, and although the 
central program — the first-lien modification initiative — has been 
implemented, many of its administrative processes and its internal control 
policies and procedures are not yet finalized. HAMP is the cornerstone 
effort under TARP to meet the act’s purposes of preserving 
homeownership and protecting home values. But as of the date of this 
report a number of HAMP programs remain largely undefined. Our 
analysis found weaknesses with the design and monitoring plans for the 
counseling feature of the first-lien modification program and the rationale 
for the HPDP program and with Treasury’s estimate of the number of 
borrowers that might be helped under the first-lien modification program. 
Furthennore, we identified weaknesses with HAMP’s management 
infrastructure and found that the development of some processes and 
internal controls was behind schedule. Finally, we are concerned that 


“GAO/AniD-OO-2 1.3.1. 
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Treasury is not folly vetting servicers with which they contract to make 
modifications. One of Treasury’s stated goals is to complete initial 
modifications quickly. But, unlike other TARP programs, such as the 
Capital Purchase Program, HAMP expenditures — which are projected to 
be up to $50 biDion — are not investments that will be partially or folly 
repaid but expenditures that, once made, will not be recouped. For this 
reason, a system of effective internal control over program expenditures is 
of critical importance. 

The design of the first-lien modification program, which has been designed 
to reduce borrowers’ mortgage payments to affordable levels by modifying 
their loans, does appear to largely meet the act’s goals. Servicers that have 
entered into HAMP servicer participation agreements have reported that 
over 180,000 borrowers have entered into the trial period for the 
modification of their first-lien mortgages. A number of features have been 
built into the first lien-modification program to try to ensure that the 
program’s objectives of helping borrowers in danger of foreclosure are 
met. The key feature is a cost-sharing arrangement between Treasury and 
the mortgage holder/investor to lower mortgage payments to 31 percent of 
the borrower’s income combined with various incentive payments to 
servicers, mortgage holders/investors, and the borrower intended to 
facilitate and ensure the long-term success of the loan modification. One 
of HAMP’s features intended to help reduce the rate of redefault on 
modified loans requires borrowers with high total household debt to 
obtain housing counseling. Treasury is not tracking whether all borrowers 
told they must obtain counseling do so, and thus may not know if tliis 
provision is having its intended effect or if a potential lack of borrower 
compliance may limit its impact. 

Program guidelines and specific operational procedures have not been 
established for four other HAMP subprograms, and the need for one of 
these — the $10 billion Home Price Decline Protection (HPDP) program- 
remains unclear. HPDP is designed to encourage investors to modify more 
mortgages by providing incentives to partially offset probable losses from 
home price declines. However, Treasury officials told us that they had not 
independently estimated the number of new modifications that incentive 
payments under this program might generate. Further, according to 
Treasury officials, incentives under HPDP might be paid to modify loans 
that already would have qualified for modification under the first-lien 
modification program using the NPV test. Although HPDP may provide 
incentives for some loan modifications that would otherwise not be made, 
without demonstrating the need for these incentive payments for ail loans 
modified in a gix^en area experiencing home price declines. Treasury may 
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not be maximizing assistance for helping homeowners avoid potential 
foreclosure as required by the act. 

Treasury’s estimates of the number of borrowers HAMP might help with 
first-lien loan modifications are also problematic. We recognize that 
Treasury was moving very quickly to develop these estimates for a 
program that has no relevant historical point of comparison. As a result, 
some of the key assumptions and calculations regarding the number of 
borrowers whose loans would be successfully modified under HAMP using 
TARP funds were necessarily based on limited analyses and data. 

However, Treasury’s estimates of the number of homeowners who would 
likely participate in its HAMP loan modification program may be 
ovemtated. In developing these estimates, Treasury did not take into full 
account some of the variables underlying its assumptions about the 
behavior of both borrowers and servicers and did not provide full 
documentation for some of the key assumptions and analyses. Because of 
the lack of relevant historical data, the changing nature of the mortgage 
market, and the weaknesses in the national economy, the key assumptions 
and calculations are surrounded by uncertainty, and documentation is 
essential to establishing a baseline against which to monitor them. 
Treasury also did not indicate that it planned to update the information 
that it used in its assumptions, leaving open the possibility that its 
calculations could rapidly become outdated. Establishing a documented 
baseline and regularly updating these estimates would help Treasury and 
its stakeholders monitor program progress, identify problem areas as they 
emerge, and focus program resources. 

Finally, administrative processes, including staffing, and a comprehensive 
system of internal controls have yet to be finalized. Of particular concern 
is the fact that the key leadership position for HAMP within HPO has not 
been permanently filled and that many other positions affecting HAMP 
remain open. F\nlhermore, although the office has been established for 10 
months and its current structure has been in place since March 2009, HPO 
has yet to complete a bimonthly workforce plamiing review, as called for 
in each TARP office under OFS’s strategic plan. Given, the importance of 
HPO’s role with respect to monitoring the financial agents and privately 
owned servicers involved in the $50 billion HAMP program, having enough 
staff with appropriate skills is essential to governing the program 
effectively. While some processes and internal controls have been 
developed for the early stages of program implementation, many more 
controls will need to be finalized as the program progresses, the first 
modifications are completed, gmd payments begin to ensure that taxpayer 
dollars are safeguarded, program objectives arc achieved, and program 
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requirements are met We also noted that Treasury had no plans to 
develop process^ to systematically evaluate the capacity of servicers to 
fulfil! specific HAMP requirements or to identify risks individual servicers 
might pose when they applied for the program. Some services have raised 
concerns about ttreir ability to meet extensive program guidelines, and 
another TARP oversight entity has questioned whether servicers have the 
staff and operational framework to implement a large-scale loan 
modification program. Without a means of reviewing the capacity of 
servicers to fulfill program requirements, Treasury cannot be assured that 
initial modifications will be completed quickly — one of Treasury’s stated 
priorities for the program — or that they will be consistent with program 
guidelines. Because Treasury does not systematically evaluate servicers 
prior to admittance to the program, it is unable to identify, assess, and 
address risks, including those associated with servicers that lack the 
capacity to fulfill requirements such as collecting and reporting complete 
and accurate data, before executing a contract with them under HAMP. 
Given the magnitude of the investment in public funds for HAMP, and the 
fact that the program is structured to make direct purcl\ase payments, 
rather than investments that may yield a return to the taxpayer as in other 
TARP programs, it is important for Treasury to work expeditiously to 
establish effective processes and controls to manage the program. 


R6COnirn6ndationS for ^ efforts to continue improving the transparency and 

. A • accountability ofHAMP, we recommend that the Secretary of the Treasury 

EX6CUtiV6 Action take the following actions; 

• consider methods of (1) monitoring whether borrowers with total 
household debt of over 55 percent of their income who have been told that 
they must obtain HUD-approved housing counseling do so, and 

(2) assessing how this counseling affects the performance of modified 
loans to see if the requirement is having its intended effect of linriting 
redefaulte; 

• reevaluate the basis and design of the HPDP program to ensure that HAMP 
funds arc being used efficiently to maximize the number of borrowers who 
are helped under HAMP £ind to maximize overall benefits of utilizing 
taxpayer dollars; 

• institute a system to routinely review and update key assumptions and 
projections about the housing market and the behavior of mortgage- 
holders, borrowers, and servicers that underlie Treasury’s projection of 
the number of borrowers whose loans are likely to be modified under 


Page 50 


GAO-09-837 Troubled Asset Relief Program 




230 


riAMP and revise the projection as necessary in order to assess the 
program’s effectiveness and structure; 

• place a high priority on fully staffing vacant positions in HPO — including 
filling the position of Chief of Homeownership Preservation with a 
permanent placement — and evaluate HPO’s staffing levels and 
competencies to determine whether they are sufficient and appropriate to 
effectively fulfill its HAMP governance responsibilities; 

• expeditiously finalize a comprehensive system of internal control over 
IfAMP, including policies, procedures, and guidance for program 
activities, to ensure that ttie interests of both the government and taxpayer 
are protected and that the program objectives and requirements are being 
met once loan modifications and incentive payments begin; and 

• expeditiously develop a means of systematically assessing servicers’ 
capacity to meet program requirements during program admission so that 
Treasury can understand and address any risks associated with individual 
servicers’ abilities to fulfill program requirements, including those related 
to data reporting and collection. 


ASBUCV ComiUGntS provided a draft of this report to Treasury for review and conxment. We 

® . received written comments from Treasury that are reprinted in appendix 

3IlCi Our IjjVmUUtiOn II. We also received technical comments from Treasury that we 
incorporated as appropriate. 

In its written comments, Treasury stated that it would consider GAO’s 
recommendations seriously as it moved forward. Specifically, Treasury 
stated that in response to its discussions about the program with GAO and 
othere, it would continue to assess and implement changes to features of 
the program to improve its ability to assist the greatest number of 
borrowers most in need of assistance at the least cost to taxpayers. 
Treasury noted that there had never before been a government program 
designed to incentivize mortgage modifications and help struggling 
homeowners on the scale of the HAMP program, and that there were many 
uncertainties inherent in making projections about participation, cost and 
performance for a program t.hat is unprecedented in size, scope, and goals. 
Accordingly, Treasury indicated that it planned on actively evaluating the 
program, testing key assumptions, and updating cost and participation 
estimates as the program progressed. Treasuiy also stated that it planned 
to staff positions in the Homeownership Preservation Office as quickly as 
possible. lYeasury noted that it recognized that a strong compliance 
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system was critical to program effectiveness, and it was committed to 
finalizing its compliance processes as a top priority of the program. Lastly, 
Treasury stated that it plumed to continue to assess servicers’ capacity to 
meet requirements of the HAMP program and to work aggressively with 
servicers to ensure that capacity, implementation, and compliance 
requirements are met As part of our ongoing monitoring of Treasury’s 
implementation of TARP, we will continue to monitor Treasury’s progress 
in implementing these and other planned initiatives in future reports. 


We are sending copies of this report to the Congressional Oversight Panel, 
Finarrcial Stability Oversight Board, Special Inspector General for TARP, 
interested congressional committees and members, Treasury, the federal 
banking regulators, and others. This report also is available at no charge 
on the GAO Web site at http;//vvvvw.gao.gov. 

If you or your staffs have any questions about this report, please contact 
Richard J. Hillman at (202) 512-8678 or hiIlmam'@gao.gov, Thomas J, 
McGool at (202) 512-2642 or mccoolt@gao.gov, or Mathew J. Scire at (202) 
512-8678 or scirem.j@gao.gov. Contact points for our Offices of 
Congressional Relations and Public Affairs may be found on the last page 
of this report. GAO staff who made major contributions to this report are 
listed in appendix III. 



Gene L. Dodaro 
Acting Comptroller General 
of the United States 
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Ranking Member 
Committee on the Budget 
House of Representatives 
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Chairman 

The Honorable Spencer Bachus 
Ranking Member 
Conmiittee on Fin^cial Services 
House of Representatives 

The Honorable Charles B. Rangel 
Chairman 

The Honorable Dave Camp 
Ranking Member 
Committee on Ways and Means 
House of Representatives 
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Appendix I: List of Servicers That Have 
Signed HAMP Participation Agreements, as 
of July 14, 2009 



Dollars in thousands 

Name of Institution 

Original cap 

Adjustments 
to cap 

Revised 

cap 

Select Portfolio Servicing 

$376,000 

$284,590 

$660,590 

CitiMortgage, Inc. 

2,071,000 

(991,580) 

1,079,420 

Wells Fargo Bank, NA 

2,873,000 

(462,990) 

2,410,010 

GMAC Mortgage, Inc, 

633,000 

384.650 

1,017,650 

Saxon Mortgage Services, Inc. 

407,000 

225,040 

632,040 

Chase Home Finance, LLC 

3,552.000 


3,552,000 

Ocwen Financial Corporation. Inc. 

659,000 

(105,620) 

553,380 

Bank of America, N.A. 

798,900 

5,540 

804,440 

Countrywide Home Loans Servicing LP 

1,864.000 

3,318,840 

5,182,840 

Home Loan Services. Inc. 

319.000 

128,300 

447,300 

Wilshire Credit Corporation 

366,000 

87,130 

453,130 

Green Tree Servicing LLC 

156,000 

(64,990) 

91,010 

Carrington Mortgage Services, LLC 

195,000 

(63,980) 

131,020 

Aurora Loan Services, LLC 

798,000 

(338,450) 

459,550 

Nationstar Mortgage LLC 

101,000 

16,140 

117,140 

Residential Credit Solutions 

19,400 


19,400 

CCO Mortgage 

16,520 


16,520 

RG Mortgage Corporation 

57,000 


57,000 

First Federal Savings and Loan 

770 


770 

Wescom Central Credit Union 

540 


540 

Citizens First Wholesale Mortgage 

Company 

30 


30 

Technology Credit Union 

70 


70 

National City Bank 

294,980 


294,980 

Wachovia Mortgage. FSB 

634,010 


634,010 

BayviewLoan Servicing. LLC 

44,260 


44,260 

Lake National Bank 

100 


100 

IBM Southeast Employees' Federal Credit 
Union 

870 


870 

Total 

$16,237,450 

$2,422,620 

$18,660,070 


Source; Treasury, OFS- 


Note: Where Treasury has made no adjustments to the cap, we have listed the same amount for the 
revised cap as the amount fisted fw the original cap. 
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Appendix II: Comments from the Department 
of the Treasury 


DEPARTMENT OF THE TREASURY 

WASHMCTON, O.C. 30220 

ASSISI ANT SECRFTARV 

July 20. 2009 


Thomas 3 . McCool 
Director, Center for Economira 
Applied Researdi and Methods 
U.S. Government Accountability Office 
44 IG Street. N-W, 

Washington, D.C. 20548 


Dear Mr. McCool: 

The Treasury Department (Treasury-) appreciates the opportunity to review tJic GAO’s latest 
report on Trcasuiy’s Troubled Assets Relief Program, entitled Home Affordable Modification 
Program. Treasury welcomes the recognition by the OAO that “The design of the first-lien 
modificaiitm program, which has been designed to reduce borrowers’ mortgage payments to 
affordable levels by modilying their loans, docs appear to largely meet the act’s goals,” as we 
continue to implement the Home Affordable Modification Program (HAMP) as part of the 
Administration’s broad commitment to strengthening our nation's housing market. There is 
important work ahead, and we wilt consider the GAO's recommendations seriously as we move 
fbrward- 

Thc current foreclosure crisis requires immediate aggressive action. The speed with which 
HA.MP has been announced and implemented represents an enormous undertaking. This 
Administration has acted quickly to confront the economic challenges facing our economy and 
our housing market. Within weeks of assuming office, President Obama worked with Congress 
to enact the largest economic recovery plan since World War II, Shortly after signing the 
American Rccovay and Reinvestment Act, the President announced Making Home Affordable 
(MHA), a critical clcmcot of our Financial Stability Plan. 

Making Home Affordable is a comprehensive plan to stabilize the U.S. housing market and offer 
assistance to millions of homeowners by reducing mortage payments and preventing avoidable 
foreclosures. The President's plan includes the Home Affordable Modificadon Plan (HAMP), 
which commits S50 billion of TARP funds to loan modifications that will provide sustainably 
affordable mortgage payments tor millions of borrowers. 

President Obama announced MHA within a month of taking office. Just two weeks after 
announcing the propam on Feb.lSth, the Administration published detailed program guidelines 
for HAMP and authorized scrvicos to begin doing modifieulions immediately. The first servicer 
contracts were signed on i^jnl 13, 2009. Wliilc many challenges remain, our progress in 
impiemaiiing HAMP to date has been substantid. As of July 20, 2009. we have signed 
contracts with 27 servicers. Between loans covered by these servicers and loans owned or 
guaranteed by the GSEs, more than 85 perc«it of all mortgage loans in the country are now 
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Appendix il; Comments from the Department 
of the Treasury 


covwel by the prognm. Ov« 325,000 modification offers have been extended and over 
160,000 tri^ iQO&ficatuHts are imdcrway. Already, MHA has been more successful than 
previous jwtigram to encoimtge mortgage modifications for at risk borrowers. 

We recognize that challenges rraiain in implementation and scaling of the program, and are 
committed to working with the servicers to overcome those challenges and reach as many 
borrowers as possible. The recommendations in OAO's latest report are constructive as 
Treasury continues to implement its financial stability programs and enhance OFS performance. 
The GAO recommendations also track several initiatives that Treasury is already undertaking. 

As the report indicates, there are many uncertainties inherent in making projectiorts about 
partictpalion, cost and performance for a program that is unprecedented in size, scope, and goals. 
There has never before been a government program designed to incentivize mortgage 
modifications and help struggling homeowners on the scale of the HAMP program. As the 
program progresses, we j^an on actively evaluating the program, testing key assumptions, and 
updating cost and participation estimates. We also plan to continue to assess servicers’ capacity 
to meet requirements of the HAMP program and to work aggressively with sen-icers to ensure 
that capacity, implcnicniation and compliance requiremenu are met. We recognize tltat a strong 
compliance system is critical to program effecttvenes.s, and are committed to finalizing our 
compliance processes as a top priority of the program. 

As a part of our efforts to expedite implementation of the MHA program. Secretaries Geithner 
and I^ovan recently wrote a letter to the CEOs of «di of the servicers currently participating in 
the MHA program. The letter requested that (he CEOs designate a senior liaison, authorized to 
make decisions on behalf of the CEO, to work directly with us on aft aspects of MHA and attend 
a program implementation meeting with senior HUD and Treasury officials on July 28, 2009, In 
addition, the letter outlined the following three key implementation steps; (1) On August 4th, 
TrcMury will begin publicly reporting results by servicer under the program; (2) In order to 
minimize the likelihood that borrower applications are overlooked or that applicanu are 
inadvertently denied a modification, Treasury has also asked Freddie Mac, in its role as 
compliance agent, to develop a "second look” jM-ocess pursuant to which Freddie Mac will audit 
a sample of MHA modification applications that have been declined; and (3) Treasury will work 
with savicers to set more exacting operational metrics to measure the performance of the 
program, such as average borrower wait time for inbound borrower inquiries, the completeness 
and accuracy of infonnation provided to applicants, documcsit handling, and response lime for 
completed applications. 

Treasury has implemented and continues lo adapt an extensive and robust internal control system 
for HAMP. In response to our discussions about die program with GAO and others, we will 
continue to assess and implement changes to features of the program to improve its ability to 
assist the greatest number of borrowers most in need of assistance at the least cost to taxpayers. 
La.stly, Treasury continues to staff its positions in the Homoownership Preservation Office as 
quickly as po.ssible. All directew-level positions have been filled, and additional stalT continues 
to be added on a regular ba.sis. 
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The Government Accountability Office, the audit, evaluation, and 
investigative arm of Congress, exists to support Congress in meeting its 
constitutional responsibilities and to help improve the performance and 
accountability of the federal government for the American people. GAO 
examines the use of public funds; evaluates federal programs and policies; 
and provides analyses, recommendations, and other assistance to help 
Congress make informed oversight, policy, and funding decisions. GAO’s 
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accountability, integrity, and reliability. 
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correspondence. To have GAO e-mail you a list of newly posted products, 
go to mvw.gao.gov and select “E-mail Updates.’’ 

Order by Phone 

The price of each GAO publication reflects GAO’s actual cost of 
production and distribution and depends on the number of pages in the 
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SIGTARP 

Office of the Spixiallnspcctoc GetieKiI 
for the Troubkd Asset Relief Proj>riim 


%2immary of Report: SlGTARP«10-005 
Why SJGTARP Did This Study 

In response to miili{>ns of families potentially 
facing foreclosure in the next set’cral years, on . 
febniaw IS. 2009. the President announcccUhe 
Making Home Afibrdahle ("MHA”) program to 
assi.st struggling homeowners. A.s part of this.effort, 
on March 4, 2009. theU.S. Department of the 
Treasury' (“Ti-easury”) announced the $75 billion 
Home Affordable Modification Program 
(“HAMP") to assi.st homeownera by lowering their 
moiitlily payments through mortgage 
modifications. Of the S75 billion allocated for . 
HAMP, $50 billion comes from the Troubled Asset 
Rclici; Program (“TARP”) to modify privately- 
owned mortgages. More than a year after 
announcment of the program, disappointing 
results have raised questions about program 
effectiveness. 

This report addresses (1) H.A.MP’s status and 
whether tlic: program has met participation goals 
thus.tanapd.f2):W.hat challenges have confronted 
aud continueto confront Treasuiy in impienienting 
the program. To complete our audit, SIGTARP 
'^yiewed HAMP policies, procedures, and 
'^atnig materials of Treasiiiy, Fannie Mae, • 
;$H;f|ijadie Mac, and a sample of five servicers 
peiforming modifications and interviewed officials 
at those organizations. This auditfocuses only on 
Treasury’s performance, and not that of the 
servicers. Gur work yvas performed in accordance . 
with generally aceeptedgot'eramcnt.auditmg • 
standard.^. 

What SIGTARP Recommends 
SIG:rARP.recommendsthatTYeasury.(a) . 
proniin<mtly .diaolo8« .tts goals for.how many . . 

iioineowners will actually be helped through . 
permanent, modifications and track performance 
against those, goals; .(b) set goals .fer; other . 
performanccmetncsandfeiiort performance 
against. those.:goa!s;:.(c)ur!deilakca. sustained 
public service announcemoni' campaign as soon as 
possible: both .to reach additional borrower that 
could potontially he helped by the program and to 
arm the public-witli com,pli5te; accurate information 
about the program;. (dl reconsider its decision to 
.allow servicers, to substitute alternative forms of 
income veritlGfttion;..and:(e).re-examme the 
programhs slnictlire to ensure that the progi-am is . 
adequately fmaimixing the risk of re«default- • 

In commenting on a draft of this report, Treasmiy 
‘•,7:4.01 mat it concuited with SlGl .ARP’s firat three 
S':: : nmendatioas and non-concun-eri with the last 
i;;iw>i“econimciKiations. A fiilier discussion of 
IreasuiT’s rsxsponse is contained in the 
Management Coimnenits andAwhl Response 
section of tins rcpoit. 


March 25, 2010 

Factors Affecting Implementation of the Home Affordable 
Mod ification Progj;am 


What SIGTARP Found 

WheaHAMEwa-sTaunched inths first few months of 2009, Ireasuiy justified the 
program by.;st^ng.ftat it would ‘%elp up to d to 4 million at-ri.sk homeowners avoid 
foreclcsurcs- and that it would doso ‘foy reducing monthly payments to sustainable 
levels.’’ Ni^vithstanding this Imidable aspiration tliat liic program W'Ould actuaUv help 3 
to 4 million homeowners avoid foreclasare, Treasuiy has stated its 3 to 4 million 
homeowimr.gQaf is not tied to how many homeowners actually receive sustainable relief 
.and avoid-foreclosure, but rather that 3 to 4 million homeowners •w-ii! receive off&s for a 
trial, modific^iori. Measuring trial modification offors. or even actual trial moditic-ation.s. 
forthat matter, is simply not particuiariy meaningful. The goal that shoiikl be developed 
and tracked isihow many people are helped to avoid foreclosure and stay m their homes 
through permanent modifications. Transparency and accountabilitv demand that 
Treasury establ^ goals that arc meaningful, and that it report its progrcs.s in meeting 
such meaningful gods on a montiily basis. Continuing to frame HAMP’s success around 
the niunberiof “offers” extended is simply not sufficient. 

A year into the program, alftough more than a million trial modifications have been . 
initiated, .fire .numbK" of permanent modifications thus far, I68,7()8..has been; even 
according to Treasury, ‘disappointing.” One Treasury otficiafis; current: est[mute::for how 

many permantmt modifications will result from IL\MP 1 ,5:to:2.:miihori over fitev: 

course of the four-year program — may be only a small fraction .of the itotal. number of : 
foreclosures that will occur during that period. It is the current projected estimate of ' 
permanent modifications (and not Treasury’s still rqicated .3 to 4 mtllion figure) thai 
should inform the debate on whether HAMP is worth the rG.sourccs being expended or ^ 
whether the program nced.s to be re-vamped to actually help more bortowers. ■ : 

There are several reasons that have been identified for the. disappointing results: 

(a) program rules had not been fully developed by the.time:thoprograiii began, arid 
Treasury has had to revise guidelines repeatedly, causing: cGnfh.siDii. and delay; 

(b) Treasury's decision to permit servicers to start trial modifications before recei\'ing 
supporting documentation lias been: counterproductive, creating: a large backlog of trial 
modifications, of which many will never become pemianent; and:(c) Treasiiiy’s 
marketing efforts thu.s far have been limited; with. an inexplicablD ab.sence.of its own 
television public sen-ice announcements a year into tiic program. 

Looking forward, even if HAMP results in tlic estimated L.5 .to 2 million permanent 
modification.s, the program will not bo a long-term success if large lunounts of 
borrowers simply i-e-dcfault and end up facing foreclosure anyway. Several aspects of 
HAMP’s design make it particularly xoilnerable to re-defaults, .First, a borrower’s non- 
mortgage debts (which could prevent a homeowner from .staying current, on even 
modified mortgage payments) arc neither fiictored into the modified payment calculation 
nor w’ill they exclude bonrowers from participating in HAMP. Second, borrowers may be 
unable to mcet lhemereasing monthly payments if tlieir income has not increa.sed 
commensurate -with the interest rate adjustmciits that begin oneethe five-year 
inodific^ion period.is.CQnc-iuded. Third, even if borrowers receive a IlAMP permanent 
modification on their first, liem for the estimated 50 percent of at-risk borrowers, the 
total raonthfy mortgagepayments might still be uiraft'ordable i f the second lien i.s not 
also modified or extinguished;, only recently has Trea.sury been able to sign up servicers 
to Treasury’s second lien.program. Finally, given the prevalence of negative equity' in 
mortgages eligible fQr..modlfi,Galion, re-defauUs resulting from negative equity, including 
strategic defaults, mayitea, foctor as borrowers decide that it makes more economic 
sense for them to walk away -feom their mortgages notwithstanding the lower payments. 
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Faciws Affecting IwiPtEMENTATioN of the Home 
Affordable Modification. Program 


SIGTARP Report 10-005 March 25, 2010 


IntrodiictioE 


Home foreclosures can have a dcvastaling impact not only on the femilies losing their homes, but 
also on the communities affected and on mortgage lenders. Families can potentially face 
economic challenges and homelessness after losing what is typically their most important asset 
and investment; conmunities suffer from the downward drag on property values that vacant, 
foreclosed-upon houses represent; and mortgage lenders and investors not only lose their receipt 
of monthly house payments but are often left with the difficult choice of selling the homo at fire 
sale prices or incurting substantial maintenance expenses. Unfortunately, these negative effects 
have been widely felt during the current financial crisis, with foreclosures in many areas of the 
country reaching historic proportions. More than hvo million homeowners received Ibreclosure 
filings in 2008; nearly 2.8 million homeowners received foreclosure filings in 200.9, and millions 
more are expected in 2010, with some estimates predicting that the nmnbcr will eclipse the 
already staggering 2009 number. 

Witli the foreclosure crisis as background, Congi'ess made foreclosure mitigation an express pait 
of the Emergency Economic Stabilization Act of 2008 (“EESA”), the statute that created flte 
Troubled Asset Relief Program (“TARP”). Among odier things, preserving homoowaership is 
an explicit purpose of EESA, and “the need to help families keep their homes and to stabilize 
communities” is one of the considerations that the Secretary of the Treasury must take into 
consideration in exercising his authorities under EESA. 

In February 2009, the United States, Depaifmcnt of the Treasury (“Treasury”) announced several 
home preservation initiatives under tiro broad Malting Homo Affordable (“MHA”) program, 
including the Horne Affordable Modification Program (“HAMP”). HAMP is a $7,5 billion 
program iliat includes $50 billion from TARP for the modification of privately-owned mortgage 
loans. More than a year has now passed since HAMP was announced, and this audit examines 
the program’s status and limited successes thu.s far. This repotf is a review of the actions 
Treasury has taken to implement HAMP and is not an audit of servicers. The information 
garnered from oiu conversations with servicing officials was used as supplemental information 
to forther infonn our assessment of HAMP’s status and challenges. 
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Objectives 

The objectives of this audit are to determine the status of HAMP and what challenges have been 
faced in HAMP’s implementation. Specifically, we will answer the following questions: 

What is the status of HAMP, and has the program met its goals for participation thus far? 

What challenges have confronted and continue to confront Treasury in implementing the 
program? 

SIGTARP will issue separate reports on HAMP’s internal controls and on servicers’ compliance 
with Treasury’s net present value test, and will soon announce additional audit work on HAMP’s 
compliance program. 

For a discussion of the audit scope and methodology and a summary of prior coverage, see 
Appendix A. For a description of HAMP stakeholders’ roles and responsibilities, see Appendix 
B. For a description of how the HAMP net present value test model has changed over the course 
of the program, see Appendix C. For definitions of acronyms used in this report, see Appendix 
D. For a list of audit team members, see Appendix E. For management comments, see 
Appendix F. 


Background 

HAMP is designed to encourage loan servicers to modify eligible mortgages so that the monthly 
payments of homeowners who are currently in default or are in imminent risk of default will be 
reduced to affordable levels. Loan servicers are not required to participate in the program, but 
HAMP encourages servicers to make such modifications by sharing some of the costs associated 
with the modification and by making incentive payments based upon successful modifications. 
Once servicers sign a Servicer Participation Agreement, servicers are required to offer HAMP 
modifications to all eligible bon'owers. 

Trea.sury signed fiscal agent agreements with the Federal National Mortgage Association 
(“Fannie Mae”) and the Federal Home Loan Mortgage Coiporation (“Freddie Mac”) to act as 
Administrative Agent and Compliance Agent, respectively, for HAMP. In addition, Fannie Mae 
and Freddie Mac are required to modify eligible mortgages that they own or guarantee. The 
Administration estimated, at the time HAMP was announced in February 2009, that the cost to 
Fannie Mae and Freddie Mac of modifications of loans they own or guarantee could be up to $25 
billion. 

Actual execution of the program lies in large part with participating mortgage servicers whose 
employees are responsible for the offering and processing of modifications. As of the end of 
Januaiy 2010, 110 servicers signed agreements to participate in the privately-owned mortgage 
portion of HAMP with servicer success and performance varying. Other errtities have additional 
roles and responsibilities for implementing HAMP. See Appendix B for the key HAMP 
stakeholders and descriptions of their roles and responsibilities. 
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This background section briefly describes (a) HAMP’s eligibility requirements, (b) the basic 
structure of how the terms of modifications are determined, (c) the incentive payment structure, 
and (d) other programs that facilitate or operate in lieu of HAMP modifications. 

HAMP Eligibility 

One financial eligibility requirement under HAMP is that a bon'ower must either be in default of 
his or her loan — 60 or more days late on their mortgage payments — or be at risk of imminent 
default. Risk of imminent default is defined as a borrower who is current on his or her mortgage 
payments, or is less than 60 days delinquent but faces the possibility of future default because of 
a change in financial circumstances, such as through an interest rate reset, unemployment, or 
some other reason that has made it difficult for the homeowner to continue meeting his or her 
monthly payments at the existing level. In addition to meeting these criteria, a borrower’s 
mortgage must meet other eligibility criteria to receive a HAMP modification on his first lien. ' 
Table 1 lists the additional eligibility criteria. Mortgages that have been securitized' may require 
modifications to be approved by investors and, as discussed briefly below, a separate program 
has been initiated to deal with second liens. Although not an eligibility criterion, any foreclosure 
action will be suspended during a trial period or during consideration for foreclosure alternatives. 
Foreclosure may resume if a modification effort fails. 

Table 1 — Additional Criteria Used to Determine if a Mortgage is Eligible for a 
HAMP Modification 


Origination Date 

Mortgage must have originated on or before January 1, 2009. 

Quaiification Terms 

The home must be owner occupied and a single family 1-4 unit property with 
a maximum unpaid principal balance oh 

• 1 unit -$729,750 

• 2 unit - $934,200 

. 3unit-$1,129,250 

• 4 unit -$1,403,400 

The home must be the borrower's primary residence. 

The home may not be investor-owned. 

The home may not be vacant or condemned. 

Borrowers in bankruptcy are not automatically eliminated from consideration. 
Borrowers in active litigation regarding the mortgage may qualify without 
waiving their legal rights. 


Source: Home Affordable Modification Program Guidelines, March 4, 2009. 


If a mortgage meets these eligibility criteria, the sei*vicer will undertake a “net present value test” 
to deteniiine whether it will modify the mortgage, seek a foreclosure alternative, or pursue 


' A iien is a form of security interest granted over an item of property to secure the payment of a debt or 
performance of some other obligation. The first lien takes priority over all other encumbrances over the same 
property. 

' Securitization is a process where financial assets are packaged together into securities that are sold to investors. A 
mortgage pooling and servicing agreement describes how pooled loans will be serviced and dictates how proceeds 
and losses will be distributed among bondholders. Some agreements limit or prevent servicers from making 
modifications to mortgages. For a more detailed description of securitization, see SIGTARP’s April 21, 2009 
Quarterly Report to Congress, with the discussion beginning on page 92. 
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foreclosure. Several loan characteristics are input into Treasury’s net present value model, with 
a resulting positive or negative numeric value. These inputs include the location of the home, the 
value of the mortgage, the homeowner’s credit score, the homeowner’s front-end debt-to-income 
ratio, and the loan’s delinquency status. Participating servicers are required to offer a HAMP 
modification to a boiTower qualifying for a modification based on the other program criteria if 
the model generates a positive value, which indicates that it is economically advantageous to 
modify the loan; i.e., the modification will cause less loss to the owner of the mortgage than 
proceeding with foreclosure.^ 

Modification Terms 

Treasury made the decision, based on certain industry standards, that an affordable mortgage 
would have a mortgage debt-to-income ratio of 31 percent, meaning that the total monthly 
mortgage payment will be no more than 31 percent of the homeowner’s monthly gross income. If 
a borrower meets the eligibility criteria and the net present value model yields a positive value, 
the seiwicer follows HAMP’s “waterfall” (shown in table 2) in order to design a modification 
that will result in a debt-to-income ratio of 31 percent. Servicers apply the modification steps in 
the stated order until the borrower’s debt-to-income ratio is reduced as closely as possible to 3 1 
percent without going below."' 


Table 2— HAMP’s Waterfall Steps 


Step One 

Capitalize all outstanding interest, escrow advances, and third-party fees. 

Late fees are to be waived for a borrower who satisfied conditions for a trial modification. 

Step Two 

Reduce the mortgage interest rate in increments of 0,125 percent with a floor of two 
percent. 

If the loan is a fixed rate or adjustable-rate mortgage, the current interest rate is used as 
starting point. 

If the mortgage is a resetting adjustable-rate mortgage, the starting point will be the reset 
interest rate. 

Step Three 

The term of the mortgage can be extended to 480 months from the modification effective 
date. 

If the pooling and servicing agreement does not allow an extension, the mortgage may be 
re-amortized based upon 480 months with a balloon payment due at maturity. 

Negative amortization is prohibited after the effective date of the modification. 

Step Four 



' Loans that are owned or guaranteed by the government sponsored enterprises, on the other hand, are modified if 
the net present value model results are equal to or greater than a negative $5,000. 

' Servicers are not precluded under HAMP from agreeing to a modification that reduce.s the borrower’s monthly 
mortgage payment ratio below 31 percent as long as the modification otherwise complies with the HAMP 
requirements. Similarly, and where permitted by the applicable servicing agreement or contract, servicers are not 
precluded from agreeing to a modification where the interest rate does not step up after five years, or where 
additional principal forbearance is substituted for extending the term as needed to achieve the target monthly 
mortgage payment ratio of 31 percent. 
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This forbearance amount will result in a balloon payment fully due upon maturity of the 
loan, upon payoff of the interest bearing portion of loan, or the transfer of the property to 
another party. 

Principal forgiveness is not required under HAMP; however, servicers may forgive principal 
to achieve the debt-to-income ratio goal of 31 percent on a standalone basis or before any 
of the previous steps. 

If principal is forgiven before step one through three, no subsequent step in the waterfall 
may be skipped. 

If the interest rate is not reduced after principal forgiveness, the existing rate will be fixed 

and treated as the modified interest rate. 

Source; Treasury, Supplemental Directive 09-01, April 6. 2009. 


After April 15, 2010, borrowers who folly qualify for a modification and submit the required 
documentation enter a trial period, Before then, trial modifications could be made without 
documentation. The trial period lasts 90 days^ and includes three modified mortgage payments, 
but can last longer if necessary to comply with investor contractual obligations. If the boiTOwer 
is current at the end of the trial period and all documents have been received by the servicer, the 
borrower will be offered a peimanent modification. 

Incentive Payments 

To encourage participation in the program, Treasury pays incentives using TARP funds. First, 
Treasury shares some of the economic cost of the modification. If a servicer makes 
modifications to get a homeowner down to a 38 percent mortgage debt-to-income ratio, Treasury 
will provide 50 percent of the costs of modification to get the loan from 38 percent to the target 
31 percent debt-to-income ratio. Such payments are made once the modification becomes 
pennanent and lasts for up to five years or until the loan is paid off, whichever is earlier. 

Second, Treasury makes incentive payments for successful modifications. These incentives are 
targeted toward the three main participants in the mortgage modification process — the 
homeowners who stay current on their mortgages after a modification, the mortgage servicers 
who establish successful modifications, and the investors who own the mortgage loans. Table 3 
describes incentive payments made for successful HAMP modifications. 


’ On August 26, 2009, Treasury announced a temporary waiver to allow an extension of up to two months for all 
trial periods so borrowers could submit all required documentation. A second two-month extension occurred on 
November 1 8, 2009, and then a third for one month with the conversion campaign detailed in Supplemental 
Directive 09-10 on December 23, 2009. This waiver was later amended to provide for an extension through 
December 31, 2009. 
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Table 3 — HAWIP Incentive Payments 


Servicer Incentive 
Payments and Pay 
for Success Fees 

Servicers will receive an up-front incentive payment of $1,000 for each 
permanent modification. They will also receive pay for success payments — 
as long as the borrower stays in the program — of up to $1,000 each year for 
up to three years. 

Borrower Pay-for- 
Performance 
Success Payments 

Borrowers are eligible to receive a pay-for-performance success payment that 
goes straight towards reducing the principal balance on the mortgage loan as 
long as the borrower is current on his or her monthly payments. Borrowers 
can receive up to $1 ,000 of success payments each year for up to five years. 

Current Borrower 
One-Time Bonus 
Incentive 

One-time bonus incentive payments of $1 ,500 to investors and $500 to 
servicers will be provided for modifications made while a borrower is still 
current on mortgage payments, but in danger of imminent default. The 
servicer will be required to maintain records and documentation evidencing 
that the trial period payment arrangements were agreed to while the borrower 
was less than 30 days delinquent. 

Investor Incentives 

This compensation equals one-half of the dollar difference between the 
borrower's monthly payment at 31 percent and the lesser of (i) what the 
borrower’s monthly payment would be at a 38 percent; or (ii) the borrower’s 
pre-modification monthly payment. This incentive lasts up to five years. 


Note: No funds have been allocated for the borrower pay-for-performance success incentive as the required 12 months have not 
yet transpired since the first trial period started. 


Source: Treasury, Home AffonJable Modification Program Guidelines, March 4, 2009. 


Complementary Programs 

HAMP’s first lien program, described above, is just one of the programs under the broader MHA 
efforts designed to assist struggling homeowners. Some of the other programs are designed to 
work in conjunction with HAMP; others are intended to provide alternative forms of relief to 
homeowners. These other programs are as follows: 

• The Home Affordable Refinance Program is intended to provide access to low-cost 
refinancing for homeowners suffering from falling home prices and whose mortgages are 
owned or backed by Fannie Mae or Freddie Mac. Treasury does not administer the Home 
Affordable Refinance Program; the government-sponsored enteiprises (“GSE”) 
administer the Home Affordable Refinance Program themselves, under the supervision of 
their regulator and conseivator, the Federal Housing Finance Agency. 

• The Second Lien Modification Program includes homeowner relief for those facing 
default or foreclosure with second mortgages. The program is intended to work within 
the framework of HAMP to offer a more complete relief package for homeowners with 
second liens. A homeowner cannot qualify for the Second Lien Modification Program 
unless his or her first loan has been modified under HAMP. 

• The Home Price Decline Protection Incentives are intended to encourage additional 
investor participation and HAMP modifications in areas with recent price declines by 
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providing additional payments to investors in areas that have suffered a decline in home 
prices. 

• The Home Affordable Foreclosure Alternatives are intended to enable servicers and 
boiTowers to pursue short sales and deeds-in-lieu of foreclosure for HAMP-eligible 
boiTowers in cases where the borrower is unable or unwilling to modify his or her 
mortgage. 

For more detailed descriptions of these programs, see SIGTARP’s My 2009 Quaiterly Report to 
Congress, pages 114-116; October 2009 Quarterly Report to Congress, page 97; and January 
2010 Quarterly Report to Congress, page 98. 
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The Number of Permanent Modifications 
Entered Into During HAMP’s First Year Has 
Been Below Expectations 


This section addresses what Treasury 's participation goals for HAMP are and examines whether 
those goals have been met during the program 's first year. The next section will examine the 
challenges that have confronted and continue to confront Treasury in implementing HAMP. 


Treasuiy states that its goal for HAMP is that the program will offer trial modifications to 3 to 4 
million botTowers at risk from its inception through its expiration at the end of 2012. This 
section first examines how Treasury has articulated its goals for HAMP and notes that Treasury’s 
initial statements about the program indicated that HAMP was originally intended to result in 3 
to 4 million permanent modifications — a level that simply will not be met absent an 
unanticipated and dramatic increase in participation. Irrespective of how the goal is defined, 
although Treasury has made progress in developing the administrative backbone of the program 
and in getting the program started rapidly — meeting targets for servicer participation and a goal 
for early trial modifications — the rate of permanent modifications thus far has been slow. From 
HAMP’s inception through February 2010, only 168,708 mortgages have been peimanently 
modified.® 


Treasury’s HAMP Participation Goal 

In its discussions with SIGTARP during the course of this audit, Treasury has insisted that its 
participation goal for HAMP is — and has been from the program’s inception — that 3 to 4 
million borrowers will be offered trial mortgage modifications over the four years of the 
program. In other words, Treasuiy’s stated goal is not tied to how many borrowers are actually 
helped by entering peimanent modifications, but rather how many had the oppoifunity to enter 
trial modifications by receiving offers. 

What the anticipated benefits of a program are and how a program’s success or failure is defined 
are important to provide a reference point for discussions about whether a program is worth the 
resources devoted to it and whether the program is functioning as it should. An examination of 
how Treasuiy has articulated its HAMP participation goal over time demonstrates that Treasiuy 
has been lels than consistent about how it has justified the program’s costs or defined what 
success in the program would mean. Many of Treasuiy’s prior statements about the program 


‘’Treasury reports 1,499 of the 170,207 permanent modifications started have been cancelled, resulting in 16S,70S 
active permanent modiftcations as of February 2010. 
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have strongly suggested that HAMP would result in 3 to 4 million permanent modifications, not 
merely offers for trial modifications. For example: 

• When the outlines of MHA and HAMP were developed in early 2009 by a working group 
of officials from Treasury, the Department of Housing and Urban Development (“HUD”) 
and the White House, they advocated that the refinance and modification programs 
should “have a scale that can have a real impact on turning the housing problems around 
in this country.” 

• Wlien HAMP was announced in February 2009, the Administration announced that the 
program’s goal was to “enable as many as 3 to 4 million homeowners to modify the terms 
of their mortgage to avoid foreclosure.” 

• In a summary sheet describing HAMP guidelines released on March 4, 2009, Treasury 
stated that HAMP “will help up to 3 to 4 million at-risk homeowners avoid foreclosure 
by reducing monthly mortgage payments.” 

• In its first supplemental directive concerning program guidelines, dated April 6, 2009, 
Treasury described HAMP as a “national modification program aimed at helping 3 to 4 
million at-risk homeowners — both those who are in default and those who are at 
imminent risk of default — by reducing monthly payments to sustainable levels.” 

• Treasuiy’s Web site still states that HAMP was created as “a $75 billion loan 
modification program to help up to 4 million families avoid foreclosure.” 

In sum, Treasmy has repeatedly given the distinct impression that HAMP will help 3 to 4 million 
homeowners actually avoid foreclosure by reducing their monthly mortgage payments to a level 
that they can afford over the long term; those positive results can only occur with permanent 
modifications. Although Treasury has, at times, noted that the goal was tied to offers and not 
actual modifications,’ in its discussions with SIGTARP in connection with this audit, Treasury 
has conceded that its use of language in describing HAMP’s participation goals has been 
“confusing” and that it has not been “crisp” in defining its goals. Although SIGTARP is 
skeptical, as discussed below, about whether Treasuiy’s goal of giving offers for trial 
modifications is a meaningful one, forpuiposes of this discussion at least, SIGTARP accepts 
Treasuiy’s assertion that its goal has always been offere and not permanent modifications. 


' In a March 4, 2009 MHA program description, Treasury stated that they were “creating a comprehensive stability 
initiative to offer reduced monthly payments for up to 3 to 4 million at-risk homeowners...” In testimony on July 
24, 2009, before the House Financial Services Committee, Treasury Secretary Geithner stated that “3 to 4 million 
homeowners will be offered trial loan modifications under the Administration's program.” In testimony before the 
Congressional Oversight Panel on September 10 , 2009 , Treasury Secretary Geithner stated that HAMP was 
“designed to allow 3 to 4 million families the chance to stay in their homes.” The MHA Monthly Program Report, 
for October 2009 and each month thereafter, has stated that HAMP has a “goal of offering 3 to 4 million 
homeowners lower mortgage payments through a modification over three years.” 
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In any event, during the course of this audit, a Treasury official estimated that under HAMP a 
total of approximately 3 million trial modifications will be initiated and between 1.5 and 2 
million of those will become permanent modifications. 


Status of Participation in HAMP 

T reasury has made substantial progress during the year since the amiouncement of HAMP in 
attaining servicer participation. HAMP goals were developed based on a projection that seiwicer 
participation would be 90 percent as measured by coverage of all privately-owned mortgages. In 
its first publicly available monthly HAMP status report, which covered activity thi'ough July 
2009, Treasury reported that 38 servicers had signed agreements to modify mortgages, with 
those servicers covering approximately 85 percent of eligible mortgage debt outstanding. By 
January 2010, 1 10 servicers of privately-owned mortgages were participating in HAMP, with 
approximately 89 percent of all potentially eligible mortgage debt outstanding covered by those 
servicers. Servicer participation levels, therefore, are very close to projected levels. 

The program’s experience of attaining borrower participation, however, has been mixed. The 
first batch of servicers entered into agreements enabling them to start trial modifications in April 
2009. Through July, Treasury reported there were 235,247 trial modifications, but Treasuiy 
recognized that much more had to be done to help homeowners. In July, Treasuiy and HUD 
took steps to accelerate this pace. On July 9, 2009, Treasuiy Secretary Geithner and HUD 
Secretary Shaun Donovan wrote the Chief Executive Officers of participating seivicers calling 
upon them to redouble their efforts to increase staffing and improve boirower response times. 

On July 28, 2009, Treasury, HUD and other government officials met with senior officials from 
servicers participating in HAMP to discu.ss ways in which to accelerate the program. At that 
meeting, three steps were announced to improve the program’s performance: (a) perfomance on 
a servicer-by-servicer basis would be publicly reported, (b) performance metrics would be 
developed, and (c) Freddie Mac, in its role as the program’s compliance agent, would take a 
“second-look” at a sample population of modifications. At that time, it was also announced that 
the Administration had instituted a goal to reach 500,000 trial modifications by November 1, 
2009. 

The goal of 500,000 trial modifications was met by early October; indeed, Treasury reported a 
total of nearly 700,000 trial modifications by November 1, 2009. At the same time, however, 
Treasuiy had not disclosed the number of permanent modifications in its monthly Servicer 
Performance Report through November i , 2009. The slow pace of conversions from trial to 
peiTnanent modifications prompted Treasury and HUD, in November 2009, to undertake a 
“conversion drive.” According to public statements by Treasury, through that point, servicers 
had “not done a good enough job of bringing people a pennanent modification solution” and 
needed “to do better.”* One Treasuiy official told the press that “some of the finns ought to be 
embarrassed, and they will be.” The conversion drive included: 


* For their part, servicers stated that a lack of guidance from Treasury and constantly changing program guidelines 
were challenges to impleinenting HAMP. These issues are discussed in more detail in the next section. 
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• public reporting of conversion rates by servicer 

• regular communications with the servicers and reporting by the servicers on conversions 

• the deployment of conversion “SWAT’ teams to assist the largest servicers 

• engagement with key state and local groups in an outreach campaign 

During the conversion drive, Treasury identified approximately 375,000 of the nearly 700,000 
borrowers in modifications were eligible to convert to permanent modifications by December 31, 

2009. According to the Chief Homeownership Preservation Officer, of this group of borrowers, 
approximately one-third was simply awaiting a decision from their servicers as to whether they 
qualified for a permanent modification; about 37 percent had submitted some, but not all, 
documents necessary; and more than 20 percent had submitted no documents at all to their 
seiwicers. 

Approximately 31,000 mortgages were moved into permanent modifications through November 
2009; the total number of permanent modifications was approximately 66,000 through December 
(a monthly increase of 35,000) and 1 16,000 through Januaiy 2010 (a monthly increase of 
50,000). In total, through February 2010, approximately 1,000,000 cumulative mortgages were 
actively in HAMP modifications (168,708 cumulative active permanent modifications and 
835,194 cumulative active trial modifications). Figure 1 shows the number of cumulative trial 
and peimanent modifications completed through each month from July 2009 thi'ough Febiuaiy 

2010 . 
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Figure 1— Growth In Active Modifications '(Cumuiative Data from July 2009 
through February 2010) 



Source: Treasury, Making Homo Affordable Servicer Performajice Reporte, July 2009 tfjrough January 2010. 


The Pace of Modifications Has Not Met Expectations Thus Far 

Conversioiis from trial modifications to peimaneiit modifications have been slow thus far: only 
15 {tercent or 168,708 mortgages of the total 1,094,064 trial modifications stai't«l ai-e still in 
active permanent status. Montiily conversions to permanent status from October through 
Februaiy have been 3,000; 26,000; 35,000; 50,000; and 52,000.* Unfortunately, a Treasury 
official has indicated that even this modest pace of pemanent modifications will not be 
siistainablo and that the number of cancellations will likely increase. 


* There were nearly 2,000 coiiveirsions to permanent modification from the beginning of the progi-am through the 
end of September 2009. 
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Treasuiy faces two significant hurdles in converting the cuirent substantial backlog of trial 
modifications into pennanent status. The first relates to verbal modifications. On or prior to 
April 15,2010, seiwicers are pennitted to start a borrower’s trial modification with stated 
income, or verbal financial information, which is inherently less reliable than documented 
infoimation. As of December 2 1 , 2009, Treasury reported 1 8 HAMP servicers, including four of 
the five largest HAMP seivicers, had used stated income when determining initial HAMP 
eligibility. This documentation is required to be collected before the trial modification ends. 

One of the servicers SIGTARP visited expressed concern for the resulting “disproportionate time 
and expense” required to narrow down those homeowners who will actually transition to a final 
modification among those who received verbal trial modifications. Identifying and removing 
from the program ineligible boiTowers who already started trial modifications as a result of 
inaccurate, verbal income information is an additional strain on a servicer’s already limited 
resources. Although use of verbal financial information certainly helped Treasury meet its 
interim target of achieving 500,000 trial modifications by November 2009; because of this 
diversion of resources, allowing verbal modifications was arguably counterproductive to 
attaining permanent modifications. Treasury has since recognized the limits of relying on 
unverified financial information before commencing trial modifications and issued a policy on 
Januaiy 28, 2010, ending this practice for all trial periods initiated after April 15, 2010. 

Although this lightening of the standards makes sense, it presumably will reduce the already 
declining number of trial modifications coming into the system, providing further reason to 
question whether the flow of trial modifications into the system is sufficient, as discussed below. 

The second issue affecting conversion relates to when payments are due during the trial period. 
On or prior to April 15, 2010, after the borrower makes the first trial modification payment 
during the initial month in which the trial modification becomes effective, he or she has the full 
length of the tiial period to satisfy further trial payment requirements. The borrower can thus 
make the remaining two payments (or three payments for boirowers at imminent risk of 
defaulting)” on the last day of the final trial period month. As such, a boiTOwer’s likelihood for 
default is concealed during the trial period and bonowers may have an incentive to delay 
entering into pennanent modifications. About 25 percent of homeowners who received trial loan 
modifications and were targeted for the conversion campaign failed to keep up with their new 
reduced payments, and at least 93,750 bonowers have missed required payments. Accordingly, 
the backlog of trial modifications may be heavily populated by homeowners who are unable or 
unwilling to make the required trial modification payments but who have been able to forestall 
foreclosure (and live effectively rent free) during the tenn of the trial modification. Several of 
the servicers inteiview'ed reported concerns about homeowners trying to game the system in this 
fashion. Treasury changed these payment requirements so that after April 1 5, 2010, a boiTower 
must make monthly payments to be considered cunent. 

In addition to potential problems in converting the backlog of trial modifications to pennanent 
modifications, recent data suggests that it might prove to be difficult to bring sufficient new trial 
modifications into the program. Since October, new trial modifications have only averaged 


In providing recommendation.s on HAMP program design, SIGTAJRP warned against such reliance on unverified 
information. See SIGTARP ’s Quarterly Report to Congress dated October 21, 2009, beginning on page 158. 

’ “ Non-defaulted borrowers facing a financial hardship are considered at imminent risk of defaulting. This category 
of borrowers has a four-month HAMP trial period. 
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about 96,000 per month (approximately 1 1 0,000 in November; 110,000 in December; 80,000 in 
Januaty; and 85,000 in Febraaiy'). It is dear, however, that a certain percentage of homeowners 
who enter trial modifications will faU out of theiprogram before successfully entering a 
permanent modification due to, for example, re-default during the trial period. A Treasury 
official estimated tliat 50 percent to 66pei-eent of trial modifications will become permanent, 
and indeed, tlio Assistant Secretary for Financial Stability has testified befiirc the Coiigressioiia! 
Oversight Panel that past experience would suggest that a 50 percent conversion rate would be 
the minimimi expected and tliat a 75 peauent exmversion rate v/ould make it “quite a successful 
program.” 

Figure 2 shows monthly borrower paiticipatiofl in both trial andpcmianent modifications since 
August 2009. 


Figure 2— Modifications Started Per Month {Non-Cumuiative Data for August 2009 
through February 2010) 



Source; Treasury, Making Home Affordable Servicer Perfonmanc^ Reports, July 2009 through February 2010. 


‘"During the audit, a Treasury official estimated that there will be a total of 3 million trial modifications, of which 
1 .5 to 2 million will convert to permanent modification status. 
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Other Factors That Could Impede HAMP’s Long-Term Success 

Before discussing HAMP implementation issues in more detail, other factors that could impede 
HAMP’s long-term success, irrespective of whether Treasury’s articulation of its intended goals, 
should be noted. These issues are discussed briefly below. 

• Re-defaults - In the modeling it conducted in connection with HAMP, Treasury used a 

40 percent re-default rate. In other words. Treasury has estimated that, for every 10 
mortgages that enter into HAMP modifications (trial and permanent), four of those 
homeowners will re-default and potentially be in danger of losing their homes to 
foreclosure over the five years of the modifications. It is still too early to determine the 

impact of re-defaults on the program’s success or whether Treasuiy’s estimates are 
accurate, and SIGTARP will continue to monitor this critically important issue. 

• Limitations on debt-to-income eligibility ratio - HAMP uses an affordability ratio that 
excludes other factors that would nonnally be accounted for in traditional loan 
underwriting, thereby potentially overestimating the true ability of the borrowers to 
repay, which in turn will impact their ability to make modified payments in either a trial 
or a peimanent modification. HAMP seivicers use a monthly “front-end” debt-to-income 
eligibility ratio of 3 1 percent, consistent with a Federal Housing Administration 
underwriting guideline. In using this front-end calculation, the only debt HAMP 
servicers consider is mortgage debt''' — the boiTOwer’s other debts (e.g., car payments, 
student loans, credit card obligations, and second Hens on the home) are not factored into 
the front-end debt-to-income calculation. Although the Federal Housing Administration 
uses a 3 1 percent front-end debt-to-income ratio when underwriting mortgages, it also 
requires lenders to consider the total debt-to-income ratio when determining whether a 
borrower qualifies for a mortgage. Both ratios must be below a designated threshold in 
order for the bortower to demonstrate his or her ability to make timely mortgage 
payments. In contrast, although HAMP servicers are required to calculate the bon’ower’s 
total debt-to-income ratio, high total ratios will not exclude boirowers from participating 
in HAMP. Instead, boiTowers with total debt-to-income ratios greater than or equal to 55 
percent must simply sign a statement that they will work with an HUD-approved 
counselor. As a result, many HAMP participants have their monthly mortgage debt 
reduced but still have a debt-to-income ratio that may be far too high for them to be able 
to afford to continue to make monthly mortgage payments, even at the HAMP-reduced 
amounts, thereby increasing their likelihood to re-default. As of December 2009, 
boiTOwers with total debt-to-income ratios greater than 50 percent represented more than 
half of HAMP permanent modifications. Thirty-two percent of all boiTowers holding 
HAMP pemanent modifications had total debt-to-income ratios greater than 70 percent. 
This problem is exacerbated, of course, by the unacceptably high unemployment rates. 


When a borrower re-defaults during a trial modification, he is still responsible for the difference between the 
original payments and the modified payments made during the trial modification period. 

Mortgage debt is defined as principal, interest, taxes, insurance, and homeowners’/condominium association fees 
for HAMP puiposes. This excludes second lien mortgage debt. 
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which will potentially increase household debt and could have a dramatic impact on re- 
default rates. 

• Five-year period of permanent modifications - H AMP ’ s permanent modification is 
designed to last for five years. Treasury based the five year period on “analysis used to 
deteimine a reasonable time frame for price recoveiy, including review of future prices, a 
statistical analysis of the steepness of actual price declines, consideration of broader 
macroeconomic forecasts, experiences of other modification programs, and judgment.” 
Unlike a traditional fixed-rate mortgage, if the interest rate on a HAMP modification is 
adjusted to below prevailing market rates, after the five-year fixed period, the rate can 
incrementally increase by up to one percent per year, capped at the 30-year conforming 
fixed rate ^ on the day the modification agreement is drafted. Borrowers, however, may 
be unable to meet the increasing monthly payments once the interest rate begins to 
increase if the borrower’s income has not increased commensurate with the interest rate 
adjustments, a situation that led to widespread defaults for sub-prime adjustable rate 
mortgages during the cunent financial crisis. Using the HAMP average unpaid principal 
balance of $247,149 (as of November 2009) and average remaining term of 327 months, 
a borrower with a two percent modification interest rate will face a monthly payment that 
is 23 percent higher in the fourth year after the permanent modification period if the rate 
is incrementally increased by one percentage point annually. However, current 
projections suggest that salaries may not increase by a corresponding rate. 

• Second liens - Treasury has estimated that up to 50 percent of mortgages at risk of 
delinquency and foreclosure are backed by second liens. Although borrowers may 
receive a HAMP permanent modification on their first lien, the total monthly mortgage 
payment might still be unaffordable if the second lien is not modified or extinguished. 
Under the second lien program, when a boirower’s first lien is modified under HAMP 
and the servicer of the second lien is a HAMP participant, that seivicer must offer 
either to modify the bonower’s second lien according to a defined protocol or to accept a 
lump sura payment from Treasuiy in exchange for full extinguishment of the second lien. 
The second lien program follows a standard waterfall similar to HAMP’s first lien 
program. Servicers can begin immediately to modify or extinguish loans under the 
second lien program, once they sign Seivicer Participation Agreements to participate in 
the program. The second lien program has not been fully implemented, although it was 
announced in April 2009 and designed to work in tandem with HAMP. Participation to 
date has been extremely limited, but with the recent signing of Bank of America, Welts 
Fargo, and JPMorgan Chase, it is improving. 

• Negative equity and strategic defaults - Negative equity results when more is owed on 
a property than the property is worth. HAMP does not require seiwicers to address 


’ This rate represents the fixed interest rate on a 30-year loan that has a principal balance less than the maximum 
principal amount of mortgage which Fannie Mae and Freddie Mac can purchase, sell, and securitize. For 
example, a mortgage that was modified on January 7, 2010, would be capped at 5.09 percent. 

° A servicer must execute a Servicer Participation Agreement or amend and restate an existing Servicer 
Participation Agreement previously executed for HAMP to participate in the HAMP Second Lien Modification 
Program. 
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negative equity,'^ which an industry expert has called the “most important predictor of 
default.” It is estimated that homeowners who have negative equity (cun-ently 
constituting about 25 percent of all borrowers nationwide) represent almost half of all 
foreclosures. During the course of our audit work, SIGTARP was not able to obtain 
documentation to support the different estimates as to the weighted average of the 
combined mortgage loan amounts'® compared to the home’s value for all borrowers in 
HAMP trial modifications, but the numbers all indicate that the average HAMP mortgage 
is underwater. For example, Fannie Mae reported to SIGTARP that the ratio was 247 
percent through November 2009, which Treasury has “corrected” to 140 percent. 
Treasury currently estimates that the ratio is 1 14 percent. 

o The primary method of quickly addressing negative equity is through principal 
reductions. However, Treasury Secretary Geithner testified during the December 
10, 2009 Congressional Oversight Panel hearing that Treasury made a “conscious 
choice ... not to start [HAMP] with principal reductions.” He stated it was 
determined that principal reductions were “more expensive for taxpayers,” 

“harder to justify,” and had a higher “risk of unfairness.” Principal reduction is a 
long-term means of making payments affordable, but can pose moral hazard. In 
this context, bon'owers who are current on their mortgages may consciously 
choose to stop paying their mortgage if they are aware that delinquent borrowers 
receive incentives and financial assistance under HAMP, 

o The practice of a boirower choosing to default on the mortgage, even when he or 
she can afford the payments, is called strategic default, Sfrategic default usually 
occurs when the home’s value is substantially lower than the mortgage value. 
Although relatively common in commercial real estate, it has been widely 
reported that homeowners may be increasingly more likely to strategically default 
on their homes. Given the amount of negative equity in the mortgages under trial 
modifications, strategic default may become a factor in HAMP re-defaults, as 
borrowers decide that it makes more economic sense for them to walk away from 
their mortgages, and rent at a lower cost, rather than continue to make higher 
payments that may never result in them obtaining equity in their mortgage. 


HAMP allows principal reduction, but it i,s not typically implemented in practice. Servicers forgave principal on 
less than two percent of HAMP trial loans, Before HAMP, 10 percent of servicer-sponsored modifications 
forgave principal. Rather than forgiving principal, HAMP primarily reduces monthly payments through interest 
rale reductions, amortization term extensions, and principal forbearance. On February 19, 2010, however, the 
Administration announced a new Initiative to help the housing markets that have experienced 20 percent or more 
average home price decreases. The program allocates S1.5 billion ofTARP funds for a limited number of states' 
housing finance agencies to address housing priorities in the local markets. The state agencies will submit 
proposals to Treasury for approval before Treasury funds the programs. The proposals may include measures for 
unemployed homeowners, assistance to borrowers owing more than their home is now worth, help to address 
challenges arising from second mortgages, or other programs encouraging sustainable and affordable 
homeownership. Until the states submit proposals, it is unclear whether any or all of the programs will include 
the item.s discussed above. 

Combined loan-to-value ratio compares the value of all outstanding mortgages on the home to the home’s value. 
Moral hazard occurs when someone insulated against a risk (such as in the context of a government bailout 
program) may behave differently than if they bore the full risk. 
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Several Issues Relating to HAMP 
Implementation Have Posed Challenges to 
HAMP Participation, in Particular to Converting 
Trial Modifications into Permanent 
Modifications 


This section describes how Treasury has implemented HAMP and some of the program 
challenges that have been encountered. 


When HAMP was announced in Febraaiy 2009, Treasury committed to implement the program 
rapidly, with Treasury Secretary Geithner stating that HAMP would work at an “extraordinarily 
rapid pace for a program ” As promised, the program was rolled out quickly, with initial 
program guidelines released in March 2009 and the first agreements with servicers being 
executed in April. In July, Treasuiy also placed pressure on servicers to move more quickly and 
instituted a goal of 500,000 trial modifications by November. Although that goal was met, by 
November it became clear that the pace of conversions from trial modifications to peimanent 
modifications was slower than expected, and Treasuiy’s Assistant Secretary for Financial 
Stability stated that the department was “disappointed in the permanent modification results thus 
far,” Treasury has blamed servicers for this disappointing result; seivicers have blamed 
Treasury’s implementation; and both have blamed homeowners for failing to comply with 
documentation requirements. 


Steps Treasury Took to Implement HAMP 

Treasury attempted to get HAMP mnning rapidly. President Obama announced the Homeowner 
Affordability and Stability Plan, of which HAMP was a major component, on February 18, 2009. 
Fourteen days later, the Administration and Treasuiy released what they called “detailed 
requirements” that they indicated would equip servicers with the information necessaiy to begin 
modifying mortgages. Fifteen days after that, Treasury launched the Making Home Affordable 
Web site, an online resource intended to educate borrowers about HAMP. On April 6, 2009, 
Treasury issued its first supplemental directive containing additional guidance to seivicers for 
implementation of HAMP for privately-owned mortgages. One week later, on April 1 3, 2009, 
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the first six servicers signed servicer participation agreements, making them eligible to modify 
loans under HAMP.^® 

In July, Treasury took a series of steps to accelerate the pace of HAMP participation. 

• On July 9, 2009, Treasury Secretary Geithner and HUD Secretaiy Donovan wrote the 
Chief Executive Officers of participating servicers calling upon them to redouble their 
efforts to increase staffing, improve borrower response times and streamline the 
application process. 

• On July 28, 2009, Treasury, HUD and other government officials met with senior 
officials from servicers participating in HAMP to discuss ways in which to accelerate the 
program and bring relief to homeowners faster. At that meeting, steps were announced to 
improve the program’s perfoimance, including reporting on performance on a seivicer- 
by-servicer basis, the development of performance metrics, and that Freddie Mac, in its 
role as the program’s compliance agent, would take a “second-look” at a sample of 
modifications. 

• The Administration announced a goal to reach 500,000 trial modifications by November 
1,2009. 

The goal of 500,000 trial modifications was met by early October. By then, however, it was 
becoming clear that the rate of conversion from trial modifications to permanent modifications 
was veiy slow. Through the end of October, there were more than 650,000 active trial 
modifications, but Treasury had not disclosed the number of pennanent modifications in its 
monthly Servicer Performance Report though November 1, 2009. 

The slow pace of conversions from trial modifications to permanent modifications prompted 
Treasury and HUD to undertake a “conversion drive” in November 2009. According to public 
statements by Treasury, seivioers had, up to that point, “not done a good enough job of bringing 
people a pennanent modification solution” and needed “to do better.”^' The conversion drive 
included similar measures as in the earlier drive to increase trial modifications, including putting 
pressure on the servicers by making results public. The initial announcement included: 

• publicly reporting conversion rates by seivicer 

• regular communications with the servicers and reporting by the seiwicers on conversions 

• the deployment of conversion “SWAT” teams to assist the largest servicers 

• engagement with key state and local groups in an outreach campaign 


Beginning in April and May of 2009, Trea.sury attempted to expand homeowner relief and increa.se modification 
affordability programs that were complementary to HAMP or that provided alternative relief, announcing the 
Second Lien Modification Program, foreclosure alternatives such as deed-in-!ieu and short sale, and the Home 
Price Decline Protection Incentive. It took Treasury another three months until it announced program details, 
however, and another five months after that until the first servicer signed a contract to participate in the Second 
Lien Modification Program in late January 2010. 

’’ For their part, servicers stated that a lack of guidance from Treasury and constantly changing program guidelines 
were challenges to implementing HAMP. 
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On Januaiy 28, 2010, Treasury announced that it would require servicers to obtain verifiable 
income documentation prior to trial modification, beginning with borrowers entering trial 
modifications after April 15, 2010. 

Figure 3 is a timeline of several key HAMP implementation milestones from the announcement 
of the program through February 2010, 


Figure 3— Key HAMP Impiementation Milestones (February 18, 2009 through 
February 2010) 


2/18/2009 

President Obama announces Homeowners Affordability and Stability Plan 

3/4/2009 

Guidelines to enable modifications under Homeowners Affordability and Stability Plan are announced 
~\ 3/19/2009 

New consumer Website for responsible homeowners seeking relief launched 

4/13«009 

The first six servicers sign an Servicer Participation Agreement making them 
\ eligible to modify loans under HAMP 

\ 4/28/2009 

New details on Second Lien Program announced 

6/26/2009 

Obama Administration to launch national outreach campaign in support of MHA 


7/26/2009 

Administration, servicers commit to faster relief for struggling homeowners through loan modifications 

8/14/2009 

Second Lien Modification Program details announced 


11/6/2009 

' eSignatures now accepted for HAMP loan modification documents 


11/30/2009 

Obama Administration kicks off mortgage modification conversion drive and 
new program offers borrowers foreclosure alternatives 


1/28/2010 

Verified income required for trial plan offers after April 1 5. 201 0 


Source; SIGTARP analysis of Treasury Press Releases and Supplemental Directives, 
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Difficulties Encountered in Implementing HAMP 

Although the reasons for the disappointing results thus far are many, discussions with Treasury, 
the GSEs, and the servicers, and an analysis of performance data have identified several specific 
issues concerning HAMP implementation that have posed particular challenges. 


Changing Documentation Requirements 

Receiving required documentation from borrowers has been a significant challenge in moving 
trial modifications into permanent status. Treasury has identified this as a significant challenge, 
and servicers have reported difficulties in obtaining borrowers’ income documentation. These 
views have been borne out by the data. Of the 375,000 trial modifications targeted for 
conversion in November, a majority had incomplete documentation and 20 percent had supplied 
no documentation at all. 

Treasuiy has changed the standards for what documents are required and whether trial 
modifications can be entered into before such documentation is provided since the program was 
rolled out. Table 4 tracks the changes in what documents have been required for bonowers to 
verify income. 


Table 4 — Changes in HAMP Income Documentation Requirements 


Date 

Chanqe Descriotion 

Documentation Requirements and Changes 

3/4/2009 

Treasury’s initial program guidelines 
stated that a servicer may accept 
either documented or verba! income 
from the borrov/er to determine 
whether a borrower is eligible for a 
trial modification. 

♦ Signed Form 4506-T 

• Two most recent paystubs for wage earners, and other third 
party document of reasonable reliability for self-employed 

• Representation that the borrower does not have sufficient liquid 
assets to make monthly payments 

♦ Obtaining most recent tax return on file 

4/6/2009 

Supplemental Directive 09-01 
provided additional detail as to what 
kinds of documentation would be 
deemed sufficient before 
conversion to a permanent 
modification. 

If borrower is employed; 

• A signed copy of most recently filed federal tax return 

• A signed Form 4506-T 

• Copies of two most recent paystubs indicating year-to-date 
earnings 

• A letter from a reliable third party for ail bonuses, commissions, 
fees, housing allowances, tips and overtime. 

If self-employed: 

• A signed copy of most recently filed federal tax return 

• A signed Form 4506-T 

• Most recent quarterly year-to-date profit/loss statement 

• Other third party reliable documentation voluntarily provided 

If borrower uses alimony or child support: 

• Photocopy of divorce decree or other legal written assignment 
providing for payment of alimony, and documentation of 
payment. Servicers must determine that income will continue 
for three years. 

If borrower uses benefit income (such as social security): 
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• Documentation showing amount of benefit, frequency and 
duration (must continue for three years), 

• Must obtain copies of signed federal tax returns, W-2 forms or 
copies of tw) most recent bank statements. 

If borrower r«:eives public assistance or unemployment; 

• Documentation showing amount, frequency and duration. 
Servicers must determine the income will continue for nine 
months. 

if boiTower us^ Rental income: 

• Signed Federal income tax returns including Schedule E. 
supplemental income and loss. This income will be counted at 

75 percent. 

7/6/2009 

Treasury’s Supplemental Directive 
09-03 announced that the servicer 
should begin trial modification 
period reporting once the servicer 
receives the borrower's first trial 
period payment regardless of 
whether the servicer has received 
an executed copy of the trial period 
plan. 

Same documentafion requirements as Supplemental Directive 09-01 , but 
borrower may be put into trial period without the executed copy of the trial 
period plan. 

10/8/2009 

Treasury’s Supplemental Directive 
09-07 represents an ongoing effort 
to improve process efficiency by 
updating the borrower undenwriting 
requirements by permitting 
"alternative” forms of income 
verification before conversion to a 
permanent modification and 
introducing revised model 
documentation for the program. 

Servicers can still put a borrower into a trial period with stated income, 
but the income documentation collection now includes: 

• Signed Form 4506-T 

• Those in imminent default may. in accordance with investor 
guidelines, be required to provide the most recent signed copy 
of their federal income taxes. All other borrowers may, but are 
not required to submit. 

• Copies of two most recent paystubs with year-to-date earnings 

If self-employed; 

• The most recent quarterly or year-to-date profit and loss 
statement 

If borrower earns “other” income: 

• Reliable third party documentation describing nature of income 
if borrower uses alimony, separation maintenance, or child support 
income: 

• Copy of divorce decree, or other legal written assignment 
providing for payment of alimony or child support and duration of 
payment. 

• Evidence of receipt of payment, such as bank statements with 
amount of payment 

If borrower receives public assistance or unemployment: 

• Evidence of amount, frequency and duration of the benefits, 
which must continue for nine months. 

If borrower uses rental income; 

• Signed Federal income tax returns including Schedule E, 
supplemental income and loss, This income will be counted at 

75 percent. 

If borrower uses benefit income (such as social security): 

• Evidence of amount and frequency of benefit 

• Evidence of receipt of payment 

All passive and non-wage income (including rental, part-time 
employment, bonus/tip. investment and benefit income) does not have to 
be documented if borrower declares the income and it constitutes less 
than 20 percent of total income. 

1/28/2010 

Treasury’s Supplemental Directive 
10-01 requires full verification of 
borrower eligibility after April 1 5, 

2010, including documented 
verification of income, prior to 
offering a trial period plan. 

A servicer may only evaluate a borrower for HAMP after it receives; 

Request for Modification and Affidavit Form, Form 4506-T or 4506T-EZ 
and evidence of income, induding; 

• Copies of two recent paystubs which do not have to be 
consecutive. 

• The most recent quarterly or year-to-date profit and loss 
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Statement for self employed 

• Reliable third party documentation describing nature of income 
for all bonuses, commissions, fees, housing allowances, tips 

and overtime. 

If borrower earns benefit income {such as social security): 

• Evidence of amount and frequency of benefit 

• Recapt of payment, such as bank statements showing deposit 
amounts. 

If borrower receives unemployment; 

• Evidence of amount, frequency and duration of the benefits, 
whidi must continue for nine months. 

If borrower uses Rental income: 

• Signed Federal income tax returns which include Schedule E, 
supplemental income and loss. This income will be counted at 
75 percent. 

If borrower uses alimony, separation maintenance, and child support 
income: 

• Copy of divorce decree, or other legal written assignment 
providing for payment of alimony or child support and duration of 
payment. 

• Evidence of receipt of payment, such as bank statements with 
amount of payment 

All passive and non-wage income (including rental, part-time 
employment, bonus/tip, investment and benefit income) does not have to 
be documented if borrower declares income and it constitutes less than 
20 percent of total income. 

Non-borrower income voluntarily provided may be included if the servicer 
decides the income can be relied upon to continue. 

The directive permits servicers to substitute their "business judgment" in 
determining the forms of verification necessary to convert a trial 

[ modification to permanent status. 

Source; SIGTARP analysis of Treasury program guidelines. 


All five of the servicers interviewed in connection with this audit have identified problems of 
one sort or another that they have experienced due to repeated changes in program guidelines. 
One servicer in particular noted that it changed from offering only fully documented trial 
modifications to verbal modifications after Treasury threatened to make examples of seivicers 
with low trial modification numbers.^^ Servicers have reported, among other things, that: 

• repeated changes to program guidelines have made it difficult for seiwicers’ operators to 
keep up with program rules; 

• verbal modifications have allowed boiTOwers to obtain trial modifications due to 
misrepresentations, and identifying boiTowers who have misrepresented their eligibility is 
difficult and resource intensive; and 

• boiTOwers might be gaming the system by withholding required documents, (and thereby 
avoiding to have to make payments until the end of the trial period and still avoid 
foreclosure), and that some borrowers might be withholding documents to avoid 
disclosing misrepresentations on their original loan applications. 


“ Other servicers have noted issues relating to Treasury’s drive in July 2009 to increase the rate of trial 
modifications. One servicer found the meeting on July 28, 2009, as not helpful and just a forum for Treasury to 
tout publicly its goal of .500,000 modifications. Another complained that several servicers were made examples of 
for the sake of providing a certain public perspective about Treasury’s oversight of the program. 
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On balance, although Treasuiy’s attempt to increase HAMP participation in July was certainly a 
laudable goal, Treasuiy’s decision to permit trial modifications without documentation appears 
to have been made in eixor, and the diversion of resources it has created appears to have slowed 
the conversions to permanent modifications. Apparently recognizing this eixor Treasury has 
changed the rule requiring fall documentation in advance of trial modifications initialed after 
April 15, 2010. 


Repeated Changes and Clarifications in Net Present Value Models 

Repeated changes in the net present value test methodology have also caused confusion and 
delay in implementing HAMP, As described above, after detenxiining that a loan meets basic 
eligibility requirements, a servicer will undertake a net present value test to deteimine whether it 
is economically advantageous to the investor for the loan to be modified rather than allowing the 
loan to continue to foreclosure. Several loan characteristics are input to Treasury’s net present 
value model, with a resulting positive or negative numeric value. These inputs include but are 
not limited to the location of the home, value of mortgage, homeowner’s credit score, front-end 
debt-to-income ratio, and delinquency status. The HAMP program provides a net present value 
model on the www.hmpadmin.com portal that is available for seivicers to use to evaluate loans 
for modification. According to Treasuiy, the portal net present value model is automatically 
updated to reflect data and program changes and requires no seivicer support. 

Since HAMP’s initial roll-out. Treasury has issued changes or clarified model policies for the net 
present value methodology several times. Indeed, since the model parameters were first released 
on March 4, 2009, Treasuiy has issued changes or clarifications to the model nine times: April 
6, 2009; June 11, 2009; .Tuly 9, 2009; July 31, 2009; August 7, 2009; September 1 1, 2009; 
November 3, 2009; November 1 0, 2009; and Januaiy 28, 2010. Thus far, according to Treasury, 
there have been three different formal versions of the model. Appendix C contains a chart 
describing these changes and clarifications in the net present value methodology. 

All five of the seivicers interviewed in connection with this audit identified significant issues 
with the net present value modeling and in particular with the multiple changes over time in the 
model.^’' Issues identified included: problems in accessing the model at all, particularly early in 
the process; problems in getting documentation concerning the model; eixors in the model; 
insufficient time to incoiporate changes into the model for servicers not using Treasuiy’s online 
version of the model; a lack of guidance and confusion with respect to retroactive application of 
changes to the model; and inconsistencies between the model code and the written guidance. 

One seivicer opined that the problems and changes to the net present value test effectively 
doubled the effort needed to administer the test. Another stated that Treasuiy’s failure to provide 
guidance on net present value issues resulted in delays in initiating trial modifications and 
negative public scrutiny due to such delays. 


In commenting on a draft of this report, Fannie Mae stated there have been four model versions. 

Large servicers — those with a book e.xceeding $40 billion — may customize the base model to use modeled 
default rates that reflect their own portfolio experience. 
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Guidance on Other HAMP Implementation Issues 

All five HAMP semcers visited by SIGTARP during this audit mentioned that they did not have 
cleai- guidance from Treasury on identifying and determining eligibility for boixowers at 
imminent risk of defaulting on their privately-owned mortgages. Treasury’s frequently asked 
questions regarding HAMP, published on its administrative Web site for servicers (updated on 
January 8, 2010) stated that “no additional guidance is being provided at this time with respect to 
determining whether a non-GSE [or privately-owned] loan is in imminent default under HAMP.” 
Treasuiy has advised servicers that they may, but are not required to use GSE guidance"^ on 
boiTowers at risk of imminent default on their privately-owned mortgages for HAMP. However, 
without consistent and clear standards, it is possible that seiwicers will apply inconsistent criteria 
for modifying mortgages of boiTowers at imminent risk of default on privately-owned mortgages 
or may even exclude bon'owers who would otherwise qualify if the guidance were available. 

Indeed, it has been widely reported that servicers have told borrowers that they must be 
delinquent to be eligible for HAMP, which is simply untrue, the whole concept of imminent 
default presumes that the borrower is current on his payments. Similarly, only two of the five 
servicers visited by SIGTARP reported that they had integrated Hope for Homeowners as an 
option for boirowers.'® HAMP requires servicers to consider bon-owers for the Hope for 
Homeowners refinance program as they offer modification solutions to bon'owers. One of the 
seivicers stated that Treasuiy promised additional details on how to integrate Hope for 
Homeowners but the infomiation was still forthcoming. Without providing guidance on how to 
integrate Hope for Homeowners, boixowers may encounter inconsistent experiences based on 
their servicer and, in some cases, may not be offered a program that would assist them. 


Servicer Capacity and Training Issues 

Traditionally, the primary role of a seivicer is to collect monthly mortgage payments and to 
foreclose on properties when such payments are missed. In HAMP, in addition to collecting 
monthly mortgage payments, seivicers now must train personnel to follow the program 
guidelines in determining a borrower’s eligibility, execute the program’s modification waterfall, 
mn the latest version of the net present value model, and verify income. Indeed, the seivicers 
reported rapid increases in their staffing levels. These new personnel also needed training to 
implement HAMP, which likely increased the lead time to offer HAMP modifications. As an 
example, one seivicer had not completed fonnal training as of our September 2009 visit, with the 


■’ On January 26, 2010, Freddie Mac issued updated guidance for servicers with respect to the income 
documentation and verification requirements for borrowers with Freddie Mac mortgages who must be evaluated 
for imminent default. Fannie Mae instructed its servicers on February 1, 2010, to use Freddie Mac’s tool to 
identify imminent default borrowers with Fannie Mae mortgages. Imminent default borrowers will now be 
screened by the GSEs when they are current or less than 60 days delinquent to align with privately-owned 
mortgages under Treasury’s HAMP guidelines. 

“ The Economic and Housing Recovery Act of 2008 authorized HUD to implement the Hope for Homeowners 
Program, which gives banks and homeowners the option to ward off foreclosure by refinancing their at risk 
mortgages into 30-or 40-year fixed mortgages. The program was announced October 1 , 2008, and ends 
September 30, 2011. 
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sei-vicer indicating staff was not scheduled to attend training until the month following our visit. 
It is important for personnel to have the proper training to reinforce consistency in the execution 
of those modifications. Despite the importance to the program’s success, all five seiwicers 
intei-viewed by SIGTARP in connection with the audit reported that they had received no formal 
guidance from Treasury on how to train their personnel to handle HAMP modification requests. 

Beyond difficulties in properly training personnel, handling the ever changing documentation 
requirements also challenged servicers’ capacity to handle boiTower inquiries and applications. 
One servicer reported that HAMP’s quick roll-out forced it to rely on a vendor to coordinate the 
tracking of borrower documentation upon receipt. Officials said the handling between vendor 
employees and servicer employees had caused inconsistencies in storage procedures, resulting in 
the loss of borrower documentation, a problem that has been widely reported. Another servicer 
called capacity to process modifications a “key constraint.” 


Issues Relating to HAMP Marketing Efforts 

To date, Treasuiy has used three primary methods to market HAMP to the public: an 
informational Web site, community outreach events, and a telephone hotline. 

• According to Treasury, its largest outreach effort is the Making Home Affordable Web 
site, www.makinghomeaffordable.gov . Launched in March 2009, the Web site provides 
a centralized online resource for borrowers to learn about HAMP. The site includes, 
among other things, a tool for borrowers to help them determine whether or not they are 
eligible for HAMP, a loan look-up feature, which helps borrowers determine whether or 
not their loans are owned by GSEs, and a listing of the documentation needed to apply 
for a modification. Treasuiy also recently added video guides and other tools to assist in 
converting more trial modifications to permanent status. 

• Treasury participates in community outreach events, with events taking place thus far in 
23 U.S. cities hit hardest by foreclosures. The events provide for face-to-face interaction 
among boirowers, servicers and housing counselors. 

• Treasury, through the help of Fannie Mae, provides a telephone resource, the 
Homeowner’s HOPE Hotline. Fannie Mac officials approached the non-profit 
Homeownership Preseiwation Foundation to operate a 24 hours-a-day, seven days-a-week 
MHA informational hotline, available in English, Spanish, and other languages upon 
request. The Homeownership Preservation Foundation assumed this role for the 
Homeowner’s HOPE Hotline in May 2009 and, as of the end of February, has recorded 
more than 800,000 calls, for which 95 percent related to HAMP. 

As program administrator, Fannie Mae has provided an outreach toolkit with sample marketing 
materials on a Web site available to participating servicers (those which have signed a Servicer 
Participation Agreement). Treasury officials pointed to the toolkit as HAMP marketing 
guidelines and said they also provided the materials to members of Congress for provision to 
their constituents. 
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Notwithstanding these efforts, each of the five servicers we visited indicated more guidance was 
needed to develop HAMP marketing materials to better inform the public about HAMP. There 
was lack of a consistent message that resulted in confusion among some borrowers. Based on 
the servicer interviews, interviews of Treasury and GSE officials, and a review of program 
materials, SfGTARP has identified several limitations in the HAMP marketing and outreach 
efforts thus far. 

• Performance metrics are limited. Although Treasuiy does count the use of the 
marketing efforts it does make — by tracking hits to its website, how many people come 
to its outreach events, and how many calls to its hotline — Treasury thus far has not tried 
to comprehensively gauge whether HAMP information is reaching its target audience 
(homeowners in trouble) effectively. As a result, it is impossible to gauge the effects of 
these efforts because Treasury has not developed a comprehensive way, through focus 
groups or more wide-ranging surveys beyond its outreach events, for example, to 
measure whether its efforts have been successful. 

• Treasury’s efforts to use mass media advertising have been delayed and will not 
begin until at least April 2010. ft has taken Treasury more than a year to develop its 
own public service announcements^’ for television, the medium with arguably the best 
chance of reaching the broadest audience. After a series of delays, the first such 
broadcast media spots are not scheduled to occur until at least April, a year after 
modifications could begin. Putting aside whether there are homeowners who could have 
been helped had knowledge of HAMP been broader, the lack of basic understanding 
about the program has sown confusion. For example, one servicer reported that its 
operators repeatedly had to deal with the fact that many borrowers believed that the 
program was available to eveiyone. If Treasury were to launch its own public service 
announcement, it would also provide a broad oppoitunity to educate the public about 
foreclosure rescue scams. SIGTARP recognizes that Treasury’s Web site and bonower 
outreach events present warning infoimation regarding this type of fraud. However, 
SIGTARP alone has opened more than two dozen investigations into this type of 
fraudulent behavior, and television public service announcements could better educate 
the public of the dangers of these frauds. 

• Treasury is not providing oversight of servicers’ marketing and outreach efforts. 
Treasury does not collect any infonnation regarding seiwicers’ marketing efforts. It also 
cannot ensure the integrity of infonnation disseminated to the public about HAMP, as 
officials do not conduct oversight of HAMP marketing materials and say they have no 
plans to do so in the future. An official at Treasury’s Homeownership Preservation 
Office told us the office is not monitoring the marketing or methods seiwicers use to 
solicit boiTowers and inform them about HAMP. Moreover, the official told us Treasuiy 
does not intend to monitor HAMP materials disseminated by servicers in the future, 
including content on servicers’ Web sites. .According to Treasuiy’s Homeownership 
Preseivation Office, it does not view marketing inconsistency or content variation as a 


’’ Treasury stated it incorporated references to the Homeowners’ HOPE Hotline and the MHA website into an 
existing NeighborWorks America video, which was distributed in December by the Ad Council. 
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problem that warrants oversight efforts. But, as of November 4, 2009, less than half of 
the participating servicers’ Web sites contained information specific to HAMP,^* only a 
little more than one third of the servicers’ websites provided a link to the Making Home 
Affordable Web site, and only 15 provided borrowers warning information about 
foreclosure rescue scams. 


’* At the time of our analysis on November 4, 2009, 71 servicers had signed HAMP servicer participation 
agreenient.s. 
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Conclusions and Recommendations 


Any examination of whether a government program is being implemented successfully must 
have in mind, at least as an initial frame of reference, what the stated puipose of the program was 
and whether the agency’s goals for the program are being met. Unfortunately, in the case of 
HAMP, even this starting point is less than straightforward. 

When HAMP was launched in the first few months of 2009, Treasury justified the program by 
stating that the program would “help up to 3 to 4 million at-risk homeowners avoid foreclosure,” 
and that it would do so “by reducing monthly payments to sustainable levels.” Notwithstanding 
this laudable aspiration that the program would actually help 3 to 4 million homeowners avoid 
foreclosure. Treasury has stated that the 3 to 4 million homeowner goal is not tied to how many 
homeowners actually receive sustainable relief and avoid foreclosure, but rather that 3 to 4 
million homeowners will receive offers for a trial modification. Treasury’s focus on how many 
offers are given out for trial modifications — without setting goals for how many of those offers 
result in trial modifications or how many of the resulting trial modifications become permanent 
and thus actually attain the aspiration of helping homeowners avoid foreclosure and stay in their 
homes for a meaningful period of time — raises issues for how the program was justified and 
how Treasury is now measuring its progress. 

First, defining success by how many offers are given can reasonably be perceived as essentially 
meaningless. As an extreme example, Treasuiy could reach, even exceed, its goal with only 
assisting few homeowners: if offers were given to four million at-risk homeowners, but only a 
veiy few accept that offer — because the homeowner is hopelessly underwater, because even the 
reduced payments are unaffordable, because the homeowner does not understand the tenns well 
enough to take action, or for any other reason — few would be helped and the program would be 
an abject failure, despite meeting Treasury’s stated goal. To be meaningful, Treasuiy’s goal for 
HAMP must relate to how many people are helped to avoid foreclosure; because offers standing 
alone do not actually assist homeowners, it is simply not a useful measure. 

Second, even if Treasuiy’s goal were construed to measure how many trial modifications were 
started, that measure too would not be tendbly illuminating. Experience thus far has shown that a 
substantial number of homeowners entering trial modifications never convert to peimanent 
modifications, and a Treasury official informed SIGTARP that it is expected that only 50 percent 
to 66 percent of the estimated thi'ee million trial modifications will convert to permanent status. 
Although borrowers in trial modifications delay foreclosure and enjoy lowered monthly 
payments during the several months of the trial period, those benefits go away (and the 
difference between the original payment amount and the reduced trial payment amount is still 
owed) if the boiTower fails to progress to a permanent modification. Indeed, there is an 
argument to be made that bonowers who enter trial modifications who do not get pemianent 
modifications are actually harmed by the program because they end up making several additional 
mortgage payments (money that they could use to secure alternative, more affordable housing) 
and face foreclosure anyway. 
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Plainly, the goal that should be developed and tracked is how many permanent modifications 
HAMP generates that help homeowners avoid foreclosure and stay in their homes. On that front, 
a year into the program, although more than a million trial modifications have been initiated, the 
number of conversions to active permanent modifications thus far, 168,708, has been, even 
according to Treasuiy, “disappointing.” Indeed, a Treasury official’s estimate for how many 
permanent modifications will result from HAMP — 1.5 to 2 million over the course of the four- 
year program — is a small fraction of how many foreclosures are expected to occur during that 
period. Approximately 2.8 million homeowners received foreclosure filings just in 2009, and 
millions more are expected in 2010, with some estimates predicting that the number will eclipse 
the already staggering 2009 number. It is the current estimated number of pennanent 
modifications, which would average between 500,000 and 667,000 permanent modifications in 
the remaining three years of the program, and not Treasury’s still repeated 3 to 4 million figure, 
that should inform the debate on whether HAMP is worth the considerable time and resources 
that are being expended or whether the program needs to be revamped to actually help more at- 
risk bon'owers. Transparency and accountability demand that Treasury establishes goals that are 
meaningful, and that it report its progress in meeting such meaningful goals on a monthly basis. 
Continuing to frame HAMP’s success around the number of “offers” extended is simply not 
sufficient. 

Turning from goals to implementation, there are several reasons for the disappointing results thus 
far, and the participants in the program have pointed fingers at one another: Treasury has 
blamed the mortgage servicers for not doing enough to move borrowers into permanent 
modifications; the servicers have blamed Treasuiy for a lack of guidance and ever-changing 
program rules; and both Treasmy and the servicers have blamed boiTowers for failing to submit 
required documentation in a timely manner. This audit, which focuses only on Treasury’s 
performance, has identified several issues with Treasury’s implementation of HAMP that have 
negatively affected HAMP’s success thus far: 

Repeated changes to program guidelines caused confusion and delay . Treasury attempted to 
rollout HAMP as fast as possible and made substantial progress in meeting its seiwieer 
participation goals in a short period of time: the program was announced in Febntary 2009; the 
Initial program guidelines were released in March 2009; and the first servicers signed agreements 
in April 2009. Program rules had not been fully developed, however, by the time the program 
began, and Treasury has had to revise guidelines repeatedly, often causing confusion and delay. 
The rules relating to what documents are required to be submitted by boiTowers, for example, 
have been changed and/or clarified multiple times since the initial rules were released in March 
2009, and the net present value test model and related guidance has been changed or clarified 
nine times, prompting one servicer to estimate that the model changes doubled the amount of 
time that it took to administer the test. Although Treasury’s desire to launch the program as soon 
as possible was laudable, and some changes to a program as complex as HAMP are inevitable, 
taking more time at the outset to adequately plan and test HAMP procedures, in the long njn, 
may have resulted in more permanent modifications faster, and with fewer complications, than 
what has occuired. 
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PeiTnitting unverified verbal modifications was counterproductive . In July 2009, the 
Administration set a target of reaching 500,000 trial modifications by November 2009, and 
Treasury undertook several steps to speed up the pace of trial modifications to meet that target, 
including expanding outreach efforts and pressuring servicers by publicly reporting results on a 
servicer-by-servicer basis. 

Although the trial modification target was reached as a result, it is now clear that permitting trial 
modifications without document verification was a mistake that, among other things, has 
contributed to the slow pace of converting trial modifications into pennanent modifications since 
then, and may have arguably caused actual harm to homeowners placed into trial modifications 
that had no chance of becoming pennanent. The resulting increase in trial modifications has 
created a large backlog of trial modifications that includes many boixowers who may never 
provide the required documentation. Servicers have reported that weeding out ineligible 
borrowers amongst those who entered the program through verbal infomiation is veiy resource 
intensive, monopolizing scarce resources that could have been used to process the completed 
written applications of eligible borrowers. Treasury has recognized this eiTor and has changed 
the mie for all trial modifications initiated after April 15, 2010, 

Marketing efforts concerning HAMP have been limited . To date, Treasury has used three 
primary methods to market HAMP to the public: an infonnational Web site, community 
outreach events, and a telephone hotline. As program administrator, Fannie Mae also provides 
an outreach toolkit with sample marketing materials on a Web site available to participating 
servicers. Several limitations in the marketing efforts thus far have been identified: 

• Servicers have indicated that more guidance was needed to develop HAMP marketing 
materials to better inform the public about the program, resulting thus far in a lack of a 
consistent message and confusion among some borrowers. 

• Although Treasury does count the use of its marketing efforts — by tracking hits to its 
Web site, how many people come to its outreach events, and how many call its hotline — 
Treasury thus far has not tried to comprehensively gauge whether HAMP information is 
reaching its target audience (homeowners in trouble) effectively, 

• Treasury does not collect any information regarding sei-vicers’ marketing efforts and thus 
does not know whether the servicers are attempting to provide infonnation to the 
boiTowers they service and cannot ensure the integrity of information disseminated to the 
public about HAMP. 

• it has taken Treasury more than a year to develop HAMP-specific unique public sei-vice 
announcements for television, the medium with arguably the best chance of reaching the 
broadest audience. Putting aside whether there are homeowners who could have been 
helped had knowledge of HAMP been broader, the lack of basic understanding about the 
program has sown confusion. If Treasury were to launch its own public seiwice 
announcements, it would also provide another opportunity to educate the public about 
foreclosure rescue scams. In the context of a media world in which non-profit groups are 
able to get television advertisements on the air within days of a natural disaster, it is 
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simply inexplicable that, when facing a tsunami-sized foreclosure crisis, Treasuiy has 
taken more than a year in a four-year program to simply develop — let alone broadcast 
— its own HAMP-specific television message to reach boiTowers. 

Re-defaults threaten the long-term success of the program . Even if HAMP results in the 
estimated 1.5 to 2 million permanent modifications, the program will not be a long-tenn success 
if large amounts of borrowers simply re-default and end up facing foreclosure anyway. Treasury 
estimates that 40 percent of the mortgages that enter into HAMP modifications (trial and 
peimanent) will re-default during the program. Although, in the final analysis, it is up to the 
policy makers in the Administration and Congress to deteraiine whether it is worth spending tens 
of billions of dollars of taxpayer funds on a program that is assumed at its outset to fail 
ultimately for 40 percent of the participants, several aspects of HAMP’s design make it 
particularly vulnerable to re-defaults; 

• Debt-to-income ratios: HAMP reduces mortgage payments to what is deemed to be an 
affordable level, 3 1 percent of a borrower’s gross monthly income. In doing this 
calculation, however, the only debt HAMP servicers consider is mortgage debt — the 
boiTOwer’s other debts (e.g., car payments, student loans, credit card obligations, and 
second liens on the home) are not factored into the calculation — and high total debt 
ratios will not exclude borrowers from participating in HAMP. Spending taxpayer 
resources to modify the mortgage payment of a borrower is of questionable value if the 
bort'ower will be unable to meet the mortgage payment anyway because of the burden of 
seivicing other debts. Indeed, in certain circumstances such a boirower may be better off 
conserving funds by finding housing at a cost less than even the modified mortgage 
payment. 

• Interest rate increases after modification period: Unlike a traditional fixed-rate mortgage, 
if the interest rate on a HAMP modification is adjusted to below prevailing market rates, 
after the five-year period of the program the rate can incrementally increase by up to one 
percent per year, capped at the 30-year conforming fixed rate on the day the modification 
agreement is drafted. Bonowers, however, may be unable to meet the increasing 
monthly payments once the interest rate begins to increase to cuirent market rates if their 
income has not increased commensurate with the interest rate adjustments. Increasing 
interest rates, of course, were one of the early drivers of the current foreclosure crisis, 
particularly as interest rates on sub-prime adjustable rate mortgages reset requiring 
payments beyond what many boiTowers could afford. 

• Second liens; Treasuiy has estimated that up to 50 percent of mortgages at risk of 
delinquency and foreclosure are backed by second liens. Although boiTowers may 
receive a HAMP permanent modification on their first lien, the total monthly mortgage 
payments might still be unaffordable if the second lien is not also modified or 
extinguished. Treasury has instituted a second lien program in which participating 
servicers must offer either to modify the borrower’s second lien according to a defined 
protocol or to accept a lump sum payment fi'om Treasuiy in exchange for full 
extinguishment of the second lien. Participation to date has been extremely limited, but 
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with the recent signing of Bank of America, Wells Fargo, and JPMorgan Chase, it is 
improving. 

• Negative equity and strategic defaults; HAMP does not require servicers to address 
negative equity (i.e., when the borrower owes more than the house is worth), which has 
been called by an industry expert the “most important predictor of default.” It is 
estimated that homeowners who have negative equity (cun-ently constituting about 25 
percent of all bon'owers nationwide) represent almost half of all foreclosures. In light of 
the amount of negative equity in the mortgages under trial modifications, resulting re- 
defaults, including strategic defaults, may be a factor as bon'owers decide that it makes 
more economic sense for them to walk away from their mortgages, and rent at a lower 
cost, rather than continue to make payments that may never result in them obtaining 
equity in their home. 


Recommendations 

To improve the administration of HAMP, SIGTARP recormnends that the Secretaiy of the 
Treasuiy implement the following measures: 

• Treasury needs to rectify the confusion that its own statements have caused with respect 
to its goals and expectations for HAMP. To permit infomed debate on the program’s 
value and effectiveness thus far, Treasuiy must unambiguously and prominently disclose 
its goals and estimates (updated over time, as necessary) of how many homeowners will 
actually be helped through permanent modifications, and report monthly on its progress 
to meeting that goal. 

• Beyond just measuring modifications, Treasuiy should develop other performance 
metrics to measure over time the implementation and success of HAMP. For example, 
Treasuiy could set goals and publicly report against those goals for servicer processing 
times, modifications as a proportion of a seivicer’s loans in default, modifications as a 
proportion of foreclosures generally, rates of how many bon'owers fall out of the program 
prior to permanent modification, and re-default rates. Having specific goals and metrics, 
and comparing perfonnance against those goals, will be essential in further refining the 
program and measuring its success. 

• Treasury should undertake a sustained public seivice campaign as soon as possible both 
to reach additional borrowers that could potentially be helped by the program and to arm 
the public with complete, accurate information about the program to avoid confusion and 
delay, and to prevent fraud and abuse. 

• Treasury should reconsider its position that allows servicers to substitute alternative 
fonns of income verification based on the subjective determination by the servicer, such 
as whether such documents are “appropriate” or relying on the servicer’s “good business 
judgment consistent with the judgment employed when modifying mortgage loans held 
under their own portfolio.” Although we certainly understand Treasury’s desire to speed 
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up conversions from trial modifications into pennanent modifications, this provision is 
problematic. It will be very difficult to determine from a compliance and oversight 
perspective whether the rule is followed; to determine whether a borrower was admitted 
into a permanent modification appropriately under this provision, a compliance or 
oversight body will need to figure out what documents a particular seiwicer’s own 
proprietary modification system would require under the circumstances and then, given 
that system, whether acceptance of the alternative documents constitutes good business 
judgment under that system. Furthermore, because servicers have both an economic and 
reputational incentive to convert as many trial modifications to permanent modifications 
as possible, this provision seriously risks being the exception that devours the rale, with 
servicers applying loose undeiwriting standards to generate higher conversion rates, 
which could result in waste from taxpayer-funded modifications that will eventually re- 
default. If Treasury believes that it is appropriate to expand the foims of income 
verification that it will deem acceptable, it should do so in an open and transparent 
manner rather than simply deferring to the seiwicers. 

• Treasury should re-examine the program’s stracture to ensure that the program is 
adequately minimizing the risk of re-default. If HAMP ends up being a foreclosure 
mitigation program that merely delays foreclosures rather than preventing them, the 
program will be of questionable value, particularly in light of the huge investment of 
taxpayer funds. A program that helps boiTowers peimanently avoid foreclosure is 
preferable (and far less wasteful of tax dollars) to one that merely kicks the proverbial 
foreclosure can down the road. The program as cuiTcntly constituted may not adequately 
address the risk of re-defaults stemming from non-mortgage debt, from second liens on 
the property, from the partial interest rate resets after the five-year modifications end, and 
from the fact that many of the boiTOwers are hopelessly undei-water with little hope of 
ever building equity in the home. 

In sum, one year into HAMP, although Treasury has done a considerable amount of work and 
made progress in establishing the administrative framework of the program, Treasuiy must 
promptly address the issues raised in this report; failure to do so could result in a lost oppoitunity 
to make sure that the TARP program that was specifically intended to benefit Main Street, as 
well as Wall Street, succeeds. Absent a thorough review of HAMP and its goals, the program 
risks helping few, and for the rest, merely spreading out the foreclosure crisis over the course of 
several years, at significant taxpayer expense and even at the expense of those borrowers who 
continued to struggle to make modified, but still unaffordable, mortgage payments for months 
more before succumbing to foreclosure anyway. While such spreading out of the pain may in 
some circumstances benefit the lender/investors (who may not have to immediately recognize 
losses that could accompany additional immediate foreclosures), it will have done little to 
accomplish EESA’s explicit purpose to “help families keep their homes.” 
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Management Comments and Audit Response 


In its management response, which is reproduced in foil in Appendix F, Treasury generally 
concurs with and indicates that it is working towards implementing SIGTARP’s 
recommendations concerning the need for Treasury to (a) disclose its goals and estimates for 
how many homeowners will be helped through permanent modifications, (b) develop goals for 
other performance metrics to measure HAMP implementation and success, and (c) undertake a 
sustained public service campaign. 

Treasuiy disagrees with SIGTARP’s two other recommendations. First, with respect to 
SIGTARP’s recommendation that Treasury reconsider its decision to allow servicers to 
substitute alternative forms of income verification, for the reasons stated in the report, SIGTARP 
continues to submit that verification of a requirement as central to HAMP as a borrower’s 
income should be explicit and uniform. Accordingly, SIGTARP stands by this recommendation. 

Treasury also disagrees with SIGTARP’s recommendation that it should re-examine the 
program’s stnacture to ensure that the program is adequately minimizing the risk of re-default. 
Although Treasuiy acknowledges that “there are alternative structures that could lower re-default 
rates,” it asserts that the recommendation fails to acknowledge that these alternatives might limit 
the total number of participants in the program or could result in increasing program costs. 
Ultimately, if the program is plagued by high re-default rates, it will have done little to achieve 
the goal of assisting homeowners who would still find themselves losing their homes after an 
unsuccessful short-tenn modification. In light of the significant costs of re-default — both in 
terms of devoting taxpayer funds merely to delay foreclosure and in terms of potential hami to 
homeowners — in the final analysis, SIGTARP continues to believe that only through 
maximizing the number of sustainable permanent modifications can Treasuiy meet its originally 
stated intention to enable “homeowners to modify the terms of their mortgage to avoid 
foreclosure” and therefore “reduc[e] monthly payments to sustainable levels.” In other words, a 
modification program that begins with a smaller gross number of total modifications but that 
results in lasting relief for a vast majority of those homeowners would be preferable to a program 
that starts with a higher total number of modifications upfront, but through re-defaults, ends up 
with fewer people being helped over the long term. As to cost, although SIGTARP does not take 
any position with respect to Treasuiy’s policy determination to allocate $50 billion of taxpayer 
funds for HAMP, it is worth noting that a recent Congressional Budget Office report estimated 
that no more than $20 billion of these funds will be spent on HAMP payments. Treasury thus 
may well have the resources to change the program in a manner that will result in more 
sustainable modifications and still be below its planned allocation. 

SIGTARP continues to recommend that Treasury should re-examine the program’s structure to 
assure that it adequately minimizes the risk of re-default. 
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Appendix A — Scope and Methodology 

We performed the audit under authority of Public Law 1 10-343, as amended, which also 
incorporates the duties and responsibilities of inspectors general under the Inspector General Act 
of 1978, as amended. The audit reports on the status of HAMP and specifically addresses the 
following objectives: 

• What is the status of HAMP, and has the program met its goals for participation thus far? 

• What challenges have confronted and continue to confront Treasuiy in implementing the 
program? 

Our audit was completed during July 2009 to March 2010. The scope covered HAMP activities 
implemented between March 2009 and February 2010 with particular focus on the first-lien 
program. 

We conducted our work at the Treasury Offices of Financial Stability and Domestic Finance in 
Washington D.C.; Fannie Mae’s Washington, D.C. headquarters; Freddie Mac’s McLean, 
Virginia headquarters; and five mortgage servicers. The sample of five servicers was 
Judgmentally selected based on HAMP participation status for privately-owned mortgages, 
volume of SIGTARP Hotline complaints, HAMP cap allocation amount, and geographic 
location. Four of the seiwicers had signed a HAMP servicer participation agreement and one 
servicer had not. The unpaid principal balance of participating servicers’ servicing portfolio was 
not available during our audit planning, and was therefore not included as a sampling criterion. 
Site visits to the seiwicers occurred from September 2009 through October 2009. We also 
conducted work at the Homeowner’s HOPE hotline in Lock Haven, Pennsylvania, and attended 
bortower outreach events in Chicago, Illinois, and Woodbridge, Virginia, which were sponsored 
by Treasuiy, Fannie Mae, or Hope Now. 

To assess the status and challenges confronting HAMP as well as Treasuiy’s plans to address 
existing challenges, we interviewed Treasuiy officials from the Offices of Financial Stability and 
Domestic Finance and GSE officials who were involved in the policy decision-making process, 
including interim and peimanent Chief Homeownership Preservation Officers and Fannie Mae’s 
and Freddie Mac’s Chief Executive Officers. We also discussed the status and challenges 
confronting HAMP with Federal Housing Finance Agency officials, as well as mortgage 
servicing industiy experts. We interviewed servicer officials and obseiwed the loss mitigation, 
collections, and HAMP operations departments at the five servicers we visited. We reviewed 
modification policies and procedures developed by Treasuiy, GSEs, and seiwicers, as well as 
reports and testimonies by Government Accountability Office, the Congressional Oversight 
Panel, the Office of the Comptroller for the Currency, the Office of Tlirift Supervision, and 
industry groups. We reviewed mortgage modification complaints received through the 
SIGTARP Hotline. We also evaluated Treasuiy’s weekly and monthly HAMP status reports and 
other HAMP data reports produced by Fannie Mae. To detemine the extent that trial 
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modifications resulted in changes to interest rates, amortization terms, and mortgage payments, 
we reviewed all active trial modifications in the HAMP system of record as of November 5, 
2009, for the four servicers we visited which were modifying privately-owned mortgages for 
HAMP at that time. 

To assess the methods Treasury used to market HAMP, we analyzed and assessed the Office of 
Financial Stability’s (“OFS”) HAMP marketing and outreach strategy against the nine key 
practices for developing a consumer education campaign compiled by GAO.^‘’ We spoke with 
officials within the marketing teams at OFS and Fannie Mae to learn their roles and 
responsibilities, and we examined HAMP marketing policies, procedures, and budgets. In 
addition, we reviewed Fannie Mae’s financial agency agreement to identify any specific 
marketing responsibilities the GSE was assigned as part of its role as HAMP program 
administrator. During visits with five servicers, we interviewed officials to determine the extent 
to which Treasury issued policies, procedures, and other guidance to assist them in developing 
their HAMP marketing materials. We also reviewed samples of the servicers’ marketing 
materials, such as letters and pamphlets, and asked officials about the extent to which Treasury 
or Fannie Mae had reviewed such materials to determine the level of governance associated with 
ensuring the accuracy of information disseminated to the public. We reviewed Treasury’s 
HAMP website (www.makinghomeaffordable.gov ') and 71 participating servicers’ Web sites to 
assess the amount of information provided to borrowers about HAMP as well as to identify best 
practices or inconsistencies among the information provided. In addition, we inteiviewed 
Homeowner’s HOPE hotline officials, listened to hotline recorded calls, and obtained those 
officials’ reviews of the operators’ handling of the calls. At the boiTower outreach events in 
Illinois and 'Virginia, we observed the proceedings and the processing of individual boiTOwers 
and evaluated the material presented to borrowers by the sponsors, servicers, and non-profit 
counselors. We also attended a Treasuiy-sponsored event that educated and addressed concerns 
of housing counselors and community officials about HAMP. 

This perfonnance audit was perfoimed in accordance with generally accepted government 
auditing standards. Those standards require that we plan and perform the audit to obtain 
sufficient, appropriate evidence to provide a reasonable basis for our findings and conclusions 
based on our audit objectives. We believe that the evidence obtained provides a reasonable basis 
for our findings and conclusions based on our audit objectives. 

Use of Computer-Processed Data 

To perform this audit, we used unaudited data provided by Treasuiy to report on the staUis of trial 
and official modifications. Treasury produces this infoimation based upon data seivicers report 
to the Investor Reporting 2 database — a transaction mortgage servicing system — which is 
maintained by Fannie Mae. The extent to which we captured the full universe of HAMP 
modifications, whether in trial period or official status, is subject to the completeness and 
accuracy of Investor Reporting 2. 


GAO-08-43, “Digital Television Transition: Increased Federal Planning and Risk Management Could Further 
Facilitate the DTV Transition,” 11/2007, p, 26-26, 40-43. 
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Internal Controls 

SIGTARP will release a mutually exclusive audit report addressing the adequacy of HAMP 
internal controls later this year. Our report will address several internal control objectives, 
including the state of the HAMP control environment and the extent to which conflicts of interest 
may exist across responsible program parties. In addition, the report will examine the reliability 
of program data, as we previously stated its completeness and accuracy require further review. 

Prior Coverage 

Congressional Oversight Panel, "Foreclosure Crisis: Working Toward a Solution, " March 6, 
2009 

Congressional Oversight Panel, "An Assessment of Foreclosure Mitigation Efforts after Six 
Months, ” October 9, 2009 

Congressional Oversight Panel, "Taking Stock: What has the Troubled Asset Relief Program 
Achieved?, " December 9, 2009 

Government Accountability Office, Report No. 09-837, “Treasury Actions Needed to Make the 
Home Affordable Modification Program More Transparent and Accountable, ” July 23, 2009 

Government Accountability Office, Report No. 10-16, “One Year Later, Actions are needed to 
Address Remaining Transparency and Accountability Challenges, " October 8, 2009 

Government Accountability Office, Report No. 1 0-3 0 1 , "Office of Financial Stability (Troubled 
Asset Relief Program) Fiscal Year 2009 Financial Statements, " December 9, 2009 
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Appendix B — HAMP Stakeholders 


Several entities work with Treasury to implement HAMP. Treasury has engaged the GSEs and 
Bank of New York Mellon as financial agents to carry out specific program tasks. Servicers 
execute the modifications. Other government housing authorities and the Homeowner 
Preservation Foundation also have a role in HAMP. See the following descriptions of key 
HAMP stakeholders’ roles and responsibilities. 

Treasury 

Treasury’s Domestic Finance and the OFS are the primary Treasury offices that developed 
Making Home Affordable. OFS created the Homeownership Preservation Office in November 
2008, and this office serves as the Making Home Affordable Program office. The 
Homeownership Preseiwation Office is responsible solely, or in conjunction with other OFS 
offices, for the following program functions: 

• Audit oversight 

• Congressional and regulatory liaison 

• Data analysis 

• Establishing policies in conjunction with other Treasury departments and the GSEs 

• Communicating and marketing the program (perfonned in conjunction with Fannie Mae), 
including maintaining the www.makinghomeaffordable.gov website 

• Oversight of program compliance and fraud prevention (performed in conjunction with 
Freddie Mac) 

Fannie Mae 

Fannie Mae was selected to be the Program Administrator for all programs under the 
Homeownership Preservation Office and signed a Financial Agency Agreement with Treasuiy 
on February 18, 2009. This agreement details Fannie Mae’s roles, responsibilities, and basis for 
compensation. As the program administrator, Fannie Mae has been tasked with assisting with 
creating program policies, developing a marketing plan, developing the net present value model 
under Treasury direction, maintaining the program system of record, preparing and producing 
program management reports, developing a servicer integration team to provide on-going 
assistance to all servicers, and integrating servicers that are new HAMP participants. 
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Freddie Mac 

Freddie Mac was selected as the HAMP compliance agent to ensure servicers are following 
program guidelines, and a Freddie Mac official signed a Financial Agency Agreement with 
Treasury on February 1 8, 2009. This agreement details Freddie Mac’s roles, responsibilities, and 
basis for compensation. Freddie Mac established a separate group of employees, named the 
Making Home Affordable compliance team, that are firewalled“ from the rest of Freddie Mac’s 
organization. The compliance team assesses all institutions that signed a HAMP servicer 
participation agreement on a quarterly basis, and new data is monitored on a monthly basis. 

Making Home Affordable compliance has plans to conduct announced and unannounced site 
visits to the servicers. Making Home Affordable compliance employs loan file and management 
control reviews, as well as on-site and off-site procedures to review servicers’ compliance. 

When new seiwicers sign a participation agreement, Freddie Mac attempts to visit them for a 
“readiness” review. Freddie Mac has reviewed 1 1 servicers as of January 2010, which represents 
1 6 different servicing platforms.'^' Freddie Mac also publishes additional HAMP guidance to 
seivicers for the Freddie Mac portion of GSE loans that are modified. 

Bank of New York Mellon 

Treasuiy selected Bank of New York Mellon in October 2008 to serve as its primary agent for 
custodial, accounting and auction management for TARP. With respect to HAMP, it is 
responsible for processing and distributing the program’s incentive payments to the participating 
seivicers. 

Mortgage Servicers 

All seivicers of GSE loans are required to evaluate those mortgages under HAMP. In order to 
modify privately-owned mortgages and receive incentive payments, a servicer must sign a 
Seivicer Participation Agreement. Seivicers contact borrowers who may be eligible for HAMP, 
and boiTOwers may also contact their seivicer if they meet general eligibility requirements. 
Servicers report HAMP modifications in the program’s system of record. Investor Reporting 2 
database, created by Fannie Mae. 

Federal Housing Finance Agency 

The Federal Housing Finance Agency serves as the regulator and conservator of the GSEs and 
has oversight of GSE loans that are eligible for HAMP, The Federal Housing Finance Agency 
provides feedback for policy changes to Fannie Mae and Freddie Mac in their parallel 
modification programs. 


“ Firewalls, in this conte,xt, are organizational controls intended to minimize conflicts of interest for employees with 
certain sensitive program knowledge. 

’’ Servicing platforms means each servicing entity's book of business, including legacy servicing portfolios of 
acquired companies (e.g., Wells Fargo would count as multiple platforms due to the inclusion of Wachovia and 
other acquired entities). 
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U.S. Department of Housing and Urban Development 

The U.S. Department of Housing and Urban Development has formed a partnership with HAMP, 
providing free housing counselors across the United States that can assist bonowers in avoiding 
foreclosures. Federal Housing Authority is an agency that exists as part of the Department. 
Federal Housing Authority has helped keep families in their home through loss mitigation 
practices such as deed-in-lieu, loan modifications, pre-foreclosure sales, and forbearance, among 
other practices throughout the United States. 

Homeownership Preservation Foundation 

The Homeownership Preservation Foundation’s mission is to develop innovative solutions for 
preseiving and expanding homeownership through consumer education and counseling 
programs. The Foundation created the Homeowner’s HOPE Hotline in 2004, and Fannie Mae, 
on behalf of Treasury, contracted with the Foundation for the Homeowner’s HOPE Hotline to 
become HAMP’s central telephone tool. The Making Home Affordable call center launched on 
June 22, 2009, and intends to increase foreclosure prevention awareness, educate homeowners 
about their options and guide them to an optimal solution, and drive homeowners to obtain either 
refinance, obtain a modification, or seek financial counseling. 
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Appendix C — Net Present Value Test Guidance 


Changes and Clarifications in Treasury’s Guidance on Its Net Present Value 
Model Parameters and Reporting 


Date 

Change Description 

March 4, 2009 

Treasury issues guidelines that intrcxluce its net present value mode! and explain how the 
model should be used to evaluate borrowers requesting a HAMP modification. This net present 
value test is supposed to compare the net present value of cash flows expected from a 
modification to the net present value of cash flows expected in the absence of a modification. If 
the net present value of the modification scenario is greater than the net present value of no 
modification, the net present value result is deemed positive, if the net present value test 
generates a positive result, the servicer is required to offer a mortgage modification to the 
borrower, if the test generates a negative result, modification is optional. 

The following model parameters were introduced: 

• The program allows the servicer to choose the discount rate — the rate that determines the 
value of future payments compared to payments received today — to use in the net 
present value model, subject to a program-determined ceiling that will be sensitive to the 
market-determined cost of funds. 

• The cure rates — to cure a mortgage in default is to pay ail the back payments, interest, 
and legal fees — and re-default rates are to be obtained from a default equation with 
parameters based on Fannie Mae and Freddie Mac analytics and program portfolio data, 
except where servicers use custom parameters. 

• Property value is to be determined in accordance with the guidelines. 

• The remaining parameters — home price forecast, valuation of the house price 
depreciation reserve, foreclosure timelines, foreclosure costs, and real-estate owned 
stigma — is to come from data sets held or produced by the Federal Housing Finance 
Agency. 

• Servicers having at least a $40 billion servicing book have an option to substitute a set of 
cure rates and re-default rates estimated based on the experience of their own aggregate 
portfolios. 

Additional parameters and further details of the model components for the net present value 
test beyond those discussed above were published separately. 

April 6, 2009 

The Supplemental Directive clarifies the options for borrowers with negative net present value 
mode! results and standards for retaining model documentation, it also states that Fannie Mae 
has developed a software application for servicers to submit loan files to the net present value 
calculator, Also, servicers having at least a $40 billion servicing book — dollar value of 
mortgages the servicer is managing — have the option to create a version of the net present 
value model that uses a set of cure rates and re-default rates estimated based on the 
experience of their own portfolios and that guidance on required inputs for custom net present 
value calculations will be forthcoming. 

Treasury requires servicers to maintain detailed documentation of the net p.-’esent value model, 
all net present value inputs and assumptions, and the net present value results each time they 
run the test, regardless of whether the mortgage is modified. 

June 11, 2009 

Treasury issues updated guidelines that further explain the following key net present value 
model parameters presented previously in the March 4*^ quidelines. 
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• Discount rate - At! servicers are oermitted limited discretion to adjust the discount rate bv 
up to 250 basis points. The discount rate may be as low as Freddie Mac’s Primary 

Mortgage Market Survey weeWy rate for 30-year fixed rate conforming loans, in no case 
may a servicer use a high^ discount rate for loans in its own portfolio than the rate used 
for loans it services for ottier investore. With respect to loans owned or guaranteed by 

Fannie Mae or Freddie Mac, the servicer is to apply the rate specified in Fannie Mae and 
Freddie Mac guidance. 

• Default rate - The model oroiects the orobabilitv of default if the loan is not modified and 
the probability of default if the loan is modified. As HAMP performance data becomes 
available, the model is to be updated to reflect actual program experience. Large servicers 
— those with a book exceeding $40 billion — may customize the base mode! to use 
modeled default rates that reflect their own portfolio experience. 

• Home orices - A servicer must use the base model's home orice oroiection. made 
available by the Federal Housing Finance Agency exclusively for this program and is 
based on data from a broad cross-section of mortgage transactions that is to be updated 
quarterly. 

• Foreclosed or real-estate owned discount - The real-estate owned discount recoanizes the 
deterioration in perceived value that buyers often place on a home that has been 
foreclosed. 

July 9, 2009“ 

Fannie Mae outlines the following enhancements under development based on servicer 

feedback on version 1 of the net present value model. 

• Metropolitan statistical area level home orice oroiection - Fannie Mae simplifies the AR2 
model developed for the Treasury to use in version 2 of the net present value model and 
allows flexibility for other servicers to use other indices (e.g., Moody's, Case Shiller, etc.), 

• More Granular real-estate owned discount - Fannie Mae clarifies the real-estate owned 
discount by using the current discount for automated valuation model values — a 75 
percent discount for external broker price opinions/appraisals and a 25 percent discount for 
internal broker price opinions/appraisals. 

• Preoavment model - Fannie Mae oroDoses a oreDavment mode! that considers variables 
such as the change in modification rate versus the market rate, mark-to-market loan-to- 
value, and loan status. Fannie Mae further notes that relevant modification data to 
calibrate the prepayment model are yet not available, 

• Home orice decline orotection oavment - Fannie Mae orovides final rules about home 
price decline protection payment for version 2 of the net present value mode!. 

July 31,2009 

Treasury issues Supplemental Directive 09-04, which introduces the home price decline 
protection program, an initiative designed to encourage modification of loans in markets 
hardest hit by falling home prices. The Supplement Directive adds the home price decline 
protection incentive payment as an input to the net present value model and informed the 
servicers that the details are to be made available in early August 2009. Servicers that 
integrated the base net present value mode! into their systems or customize the model in 
accordance with program requirements are responsible for ensuring that they incorporate the 
required home price decline protection determination functionality into their version of the net 
present value model. 

Also, the Supplemental Directive informs the servicers that specific details regarding the use of 
the home price decline protection incentive payment in the net present value model is to be 
provided in the documentation for version 3 of the model. 

August 7, 2009 

Treasury issues guidance that makes significant changes from version 2 to version 3 of the net 
present value model: 

• Home price decline orotection incentive - The home orice decline orotection incentive is fn 
be effective beginning September 1, 2009. (Supplemental Directive 09-04 contains the 
detailed policy guidelines for the Home Price Decline Protection Program.) 
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• PreDavment model - The auidanc^ adiuste coefficients for the Dreoavment model and the 
refinance incentive value bounds. 

• Model versionina reouirements -Servicers are reauired to use the same major model 
version, related supplement data, and the Freddie Mac Primary Mortgage Market Survey 
weekly rate for the initial model run In subsequent model results. 

• Test consistencv reouirements Servicers are reauired to use borrower and loan 
information that was initially reported correctly to determine subsequent mode! results. 

• Term extension - Loans with airrent remainina terms areater than 480 months should skip 
the term extension step. Amortization term after modification should equal the remaining 
term. Re-amortize and extend the loan to a maximum 40-year term in monthly increments 
to reach as close to the target 31 percent debt-to-income without going under. 

• De-seasonalized home orice index - Beoinnina the third Quarter of 2009. the home price 
index is to be adjusted to remove the seasonal affects of home prices and reduce the 
index’s impact on the home price decline protection payment. 

Also, Treasury’s guidance clarifies the documentation required from version 2 to version 3 of 

the net present value model. For example 

• Escrow shortaae - Servicers are to include anv future monthly escrow shortaae payments 
to the "Association Dues/Fees Before Modification" field. 

• Adiustabie-rate mortoaoe/interest-onlv reset or recast - For adiustable-rate 
mortgage/interest-only recast that is to happen within the next four months, front-end debt- 
to-income is to be calculated using principal, interest, taxes, insurance, homeowners' 
association, and/or condominium fees based on the greater of the “Principal and Interest 
Payment before Modification" input field and the fully amortizing payment. 

• Timina of the investor incentive and oovernment subsidv incentive in the eauations for the 
modification cure and default cash flows - The investor incentive payment for the trial 
period is to be made In period 3, and the three government subsidy payments for the trial 
period are to remain in period 4. 

September 11, 2009 

Treasury issues Supplemental Directive 09-06, which outlines data collection and reporting 
requirements for the net present value model. The Supplement Directive requires servicers to 
report loan-leve! data starting in October 2009 to Fannie Mae for mortgages evaluated for 

HAMP, includinq the net present value model type code and 43 other model inputs. 

November 3, 2009 

Treasury issues Supplemental Directive 09-08, which requires services who receive a borrower 
request within 30 calendar days from the date of notifying the borrower their loan has a 
negative net present value model result to provide the borrower with the date of the net present 
value calculation and with select input values. If, within 30 calendar days of receiving this 
information the borrower provides the servicer with evidence that any of these input values are 
inaccurate and those inaccuracies are material, the servicer is to conduct a new net present 
value evaluation. 

November 30, 

2009 

Treasury issues Supplemental Directive 09-09. which provides guidance to servicers for the 
adoption and implementation of the Home Affordable Foreclosure Alternatives Program. The 
Home Affordable Foreclosure Alternatives Program — a part of HAMP — provides financial 
incentives to servicers and borrowers who utilize a short sale or a deed-in-lieu to avoid a 
foreclosure on an eligible mortgage. The Supplemental Directive states that the HAMP net 
present value model should not be used to project investor cash flows from either a short sale 
or deed-in-tieu and should be used only to determine borrower eligibility for a HAMP mortgage 
modification. 

January 28, 2010 

Treasury issued Supplemental Directive 10-01, whidi makes the following changes to the net 
present value mode! and the use of the model results; 

• A borrower who has been evaluated for HAMP but does not meet the minimum eligibility 
criteria described in Supplemental Directive 09-01 or who meets the minimum eligibility 
criteria but is not qualified for HAMP by virtue of a negative net present value resuit. 
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excessive forbearance or other financial reason , may request reconsideration for HAM P at 
a future time if they experience a change In circumstance. 

• in the event a servicer elects to forbear principal in an amount resulting in a modified 
interest-bearing balance that wrauld create a current mark-to-market loan-to-value ratio less 
than 100 percent in negative net present value situations, the servicer is to ignore the error 
code and the flag for excessive forbearance that is returned by the net present value 
model. Updates are to be made to the model In the future to eliminate this error code. 

• Servicers are to re-evaluate a loan using the net present value model if the borrower's 
documented income differe from the stated income used in the borrower's initial qualifying 
net present value test. Vtfith respect to trial modifications after April 1 5, 2010, servicers 
may elect to offer the bo^ro\^«r a permanent modification without performing an additional 
net present value evaluation bas^ on the borrower’s verified income documentation. If 
the servicer elects not to perform an additional net present value evaluation in this 
situation, the servicer is to enter the trial period date and values for the model results when 

Note a; Because official guidance for these changes is not posted to the HAMP servicer website, this information on the net present 
value model is based on a July 9, 2009, Fannie Mae presentation. 

Source: SiGTARP analysis of Treasury's and Fannie Mae’s data. 
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Appendix D — Acronyms 


Acronym Definition 


EESA 

GSE 

Fannie Mae 

Freddie Mac 

HAMP 

HUD 

MHA 

OFS 

SIGTARP 

TARP 

Treasury 


Emergency Economic Stabilization Act of 2008 
Government-sponsored enterprise 
Federal National Mortgage Association 
Federal Home Loan Mortgage Corporation 
Home Affordable Modification Program 
Department of Housing and Urban Development 
Making Home Affordable 
Office of Financial Stability 

Special Inspector General for the Troubled Asset Relief Program 
Troubled Asset Relief Program 
Department of the Treasury 


46 




291 


Appendix E — Audit Team Members 

This report was prepared and the review was conducted under the direction of Kurt Hyde, 

Deputy Special Inspector General, Office of the Special Inspector General for the Troubled Asset 
Relief Program. 

The staff members who conducted the audit and contributed to the report include: 

Shawn Cornel! 

Alisa Davis 
Mark Little 
Andrew Lopresti 
Philip Mastandrea 
Amanda Seese 
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Appendix F — Treasury’s Comments 


DEPARTMENT OF THE TREASURY 
‘/MSHiNGTON, D C 15220 


March 2010 

Neil M. Bamfsky 
Special Inspector Oeocral 

Office of the Special Inspector fjencra! for Ute Troubled Asset Relief Progrant (SiOTARP) 

1500 Pcnnsvlvani;* Ave.. N\V, Suite 1064 
Washiiigtoi). P.C. 20220 

RP- SIGT ARP Dr.-tli Aud it Rctxrrt 

Dear Mr. Barofsky: 

Thank you for the opponiiitily to reviesv the drafl iiuilit report titled ‘Tactors Affecting Implementation of 
the Home AITordablc Motiillealion Program (IIAMP)". to hcrelea.scd on an embargoed basis on or about 
March 23. 2010. The Uepartinenl ofthc Treasury' Crreasury) is svorking toeontinuotisly strengthen 
IbreekMure mitigation cflorts thrwigh II AVIP, As esplained below in the suinmaiy responses for each 
recommendation in the report, in general, we cotsciir with the eoncerns expressed in the recoinmend:ition.s 
(a), (b) and (c). toward.s which Treasury Itas already taken and is taking significant steps, but do not 
concur with recommendations (d) and (e), In addition, we lias-c commented on the characterization of the 
net present value (Nl^V) ruortel cont.ained in the audit repttri. A tleiailed description of the actions that 
Treasury has already taken or plans to lake with regard ro the enneerns expressed in the reconnnendations 
will be provided to SIG iARF’ within 30 days of the is.suancc of the audit report. 

Before we addres.s our summary re.sponsc5to the recoinmemlaiimis, we should mile that Treasury 
appreciates the acknowledgement in the report that SlGT.ARi’ "accepts Treasury's a,s,serti«n that its goal 
has always been offers and not permanetil im)dificaiiuii.s." We also agree xvith SlCTARP's statement ibai 
'To he meaningful. Treasury 's goal for I lAMP nnisl relate to how many people are helped to ax old 
foreclosure." But xve respectfully do not concur with the concUision that that helping liomeow ner.s 
actually avoid foreclosure ‘■can only occur xvith permanent modifications," Our goal is to avoid 
preventable foreclosurc.s among liomeoxvners eligible for II.AMP tlimiigh modifieation.s as well as 
alternatives to fixreclosurc sucii as short-sales arid deeil-in lieu, and other mndilicaticm program.s offered 
by servicers. 

"I hruiigh H.AMP. every homemvner who is eligible for a permanent modiliealion. tvho .submits all 
required documentation and remain.s current during the trial perikxd will get tt permanent modirieatiiin 
offer, Honieoxxners w ho participate in I lAMP and then are denied a permanent modtfic.'Uion because 
they dill not meet the ertleria max have altcrnatixes other than foreclosure. The sueces.s of HAMP .should 
be incastired by hoxv m.iny eligible homeowners are able to avoid the pain and stigma of foreelosure by 
reducing their mortgage payments lix affordable levels while either remaining in their homes or 
iratisitioning with dignity to more suitable hpusintt. The number of permanent modifications is one 
element, but nol the only' elemem of gauging the sueccss of IIAMP programs oxer time, 

.Addititmally, ilte approxiitialeiy 1 7UM0 permanent modifications reported in the MHA Momltly Report 
and identified in the audit report dtte.s not account for the approved final modifications that are awaiting 
iieccpuincc by the hormxver. Of the I . I million borroxvers lintt have started a H.AMP inodirieation, 
170,000 borrowers liavc entered permanent mndifieation.s, and an additional 01. 000 bomwvcrs haw 
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recci\ed final approval (Void llie acrv tccrs. which represents j-% of’ borrowers in trial periods for longer 
than tlirce months and thercrore eligible for a decision on a final modification, 

Stimnutrv ly^'Ponscs lo Sf CtTARP reco ftmis’mhiiio ns 

Rcamimeiidalwii (a): Tremiir)' sliiiiild iiimmbi«uousty mid prominently disclose its goals and 
estimates (updated over time, as necessary) for how many homeowners will actually he helped through 
permanent modifications, and report monthly on its progress to meeting those goals. 

I'reasurv achnovv ledges that there has been confusion abotil what ilte references to '“helping up to 3-4 
million homeowners" meant and that 'rrcasur\''s own statemems lave not alwavs been precise. Trea-surv 
notes that the Government Accoimlabiiily Office (GAO) Report in July 2009 described the goal for 
I lA.Mi’ in the way that I'rcastiry intended - up to 3-4 ntillion trial modification ofl'crs - hut many people 
have assumed Ihi.s number represented a goal of permanent ntoiiilieaiions, 'freasuty will try in the future 
to be more precise. 

HAMP i.s the large.st, tttost complex morigiigc modification program ofiLs kind, bringing together 
borrowers, servicers, lenders and investors. There was little historical precedent on how to design the 
program, in addition to limited data on which to base estimates of potential perfontianee. 1 lAMP i.s 
highly transparent with regard to program pcrformaiice. W'c publish monthly data reports oit program 
perfomtanec - w ilh additional data iidded to the report on a regular basi.s. Treasury “s first monthly 
Scrv leer Performance Report was released in .lulv 2009 and contained data on program performance 
beginning in May 2009. 

The ntoiilhly reports unambiguously and prominently stale the mmthcr of pemtaneiit modifiealioiis 
achieved each inoiilli since November 2009, The monthiv reports also report servicer-.spccifie progress in 
completing permanent modifications providing the |vcrcemagc of each servicer's pool of delinquent 
loans that have completed a permanent modification. The report also pros ides information by servicer on 
the percent of trial nuHlifications converted to permanent modificmioiis. These comparative perfoi-mance 
metrics on completion of permnnent modifientions by scrv iecr provide a good measuremem of progress 
on meeting permanent modification goafs. 

Recommendtilion (hi: Treasury slianidsci goals for other pcrformmiee metrics to measure aver time 
the implementation and success of HAMP, and report performance against those goals, 

Trcastiiy agrees that performance goals and melries are critical to the effective administration of any 
program. At launch there were a number of unknowns regarding implemeiualion of the program that 
made it dil'lieult to set appropriate target.s. These included the miinbcr orservieer.s that would participate; 
the rate at which they could build capacity to implement the program; and the aeeepiaiice of overall 
program design, In addition, during the fir.st yc.ir of operation. Mrgets and goals were foeu.sed on short- 
term impiementatbn deliv erablc.s .and mile.stones for the program to become fully operational agnitist the 
goal of up lo 3-4 million trial modification offers. 

Since the inception of the program. indiealor.s of performance have been monitiTcd closely, and Trea.suty 
has piov idcvl e.xtcii.sive infonnatioii atom performance. To eii.surc nccountabiliiy. Treasury 's website, 

’ • J ■ , I Vt'i V . provides transparency fora wide range of programs, ineliidiiig H.A.MI'. with 
.all of the moitthly Servicer I’ciformaiiee Reports and program fact sheers, Wc have also establi.shed two 
additional websites to provide iiil'oriniitton about 1 1 A VIP specifically - ■. .. v. .ii^ u u.iiiiu:..; v, and 
' hiV , These websites include comprehensive documenlalioti and 

information about HAMP ineliidiiig. lor example, complete lists of all .servicers pnriicipatiiig in the 
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program, copies ofiill contracts signed by scn'iccrs, the Supplemental directives (SDs) tlial establish 
tiddilioiial requirements for HAMP, lumdreds of frequemly asked questions, a wliile paper describing the 
Net Prescin V'alue (N'l'V) test methodology and all of the borrower application documents. 

In July 2009. Just three months after the llrst servicers signed agreements to participate in I lAMl’. 
freasury began publishing the monthly Servicer Performance Reporl.s, The first monthly repent included 
one page ofir, formation reflecting the limited data available and reliable at that time, including trial 
modifications .started and trial niodilica!ion.s olTered. Each month sve have significantly expanded the 
amount of data included in the monthly report, to maximize serv icer xeounlability and program 
iramsparency. The latest report includes a copious amount of data llirmigh I 'cbruaty 2010, for exatiiple: 
d.tta on trial and permanent titodificalions by serv icer, a list of participating servicers, trial and permanent 
modifications at the stale and key metropolitan levels, a chart of the estimated population of borrowers 
eligible for i lAMP, an overview of admiiiislration housing initiatives, characteristics of permanent 
modifications, average payment reduction, data on modifiealion.s by investor type, permanent 
modifications by waterfall .steps, and predominant hardship reasons for pennanent modifications. 

Ill September 2009, we began to include modillcalion performanec by servicer in tlie niomlily Servicer 
Performance Report to increa.se the acemmlabiliiy ofserv icers participating in the program. This 
included adding a "‘trial mndillcalinn tracker' which macks each servicer's population of delinquent loans 
a.s well as what percentage of that pool has been offered a trial nioditication. started a trial modillcalion 
and started a permanent modification. This serv iccr performance metric compares tiie relativ e sucee.s5 of 
each servicer in reaching its eligible ptml of borrowers, and provide.s a clear metric of what pcrcent,agc of 
eligible borrowers overall arc being reached through HAMP. As of 20 10. the reports include scrvicer-by- 
servicer comparisons of both tri.il modification-s and permanent modifications as a [terceiit of the 
servicer's poo! of loans that are sixty or more day .s past due. 

With the lesson.s le,anicd from the past several mouths of full capacity operation.s. Trea.sury will set 
.specific targets for key program ol)jeclive.s soon ;ind for which we will provide a furllier ileseription in the 
dct.iiIod response letter, For example, freasury has developed a survey of operational metrics and is 
cnilecting daw from serviccr.s on an cnh.anced number of performance measures, including lime to answer 
incoming borrower calls, and time to process ITAMP applications from homeowners. 

Reanmmeiiiliitliiii (c): Trtasury slioitlil itnileriake a smtaiimd public servia campaign h.s .fniiii as 
passible hath to reach aMilianal harrnwers that could patentiiilly he helped hy the program and In arm 
the public with complete, accurate information about the program to avoid confusion and delay, and to 
prevent fraud and abuse. 

Tre,isury will consider the audit report's suggestion that we "coinprchensively gauge whether 1 lAMP 
information i.s reaching its target audience (homeowners in trouble) effectively." for the implementation 
of the public service campaign described below. We believe the fact th.il more than 1.3 million 
homeowners have receis ed olTers for trial modilleations. represeming an estimated fiOTooC the lot.il 
populaliou of )iomei)wuer,s currently eligible to participate in HA.MP. i.s a testament to the outrc.ich efforts 
by Trea.sury and the servicers, 


Tre.istiry ha.s taken and comimies to lake significant actions to supplement the el'liirts ol' servicers in terms 
of program otilreacli. I'umlaniciitally. it is the contractii.il responsibility of .serv icers participating in 
MAMP to reach oiit to borrowers .and convey information about the program to the homeowners whose 
loans they seivice. 
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Trcasurv- is working with the Ad C'cnincil on a two-part public service iiiinounccnicnt {PSA) campaign 
that has been iinderw ay since December 2009. For the first part of this campaign. Trcastity is partnering 
with the l.'.S, Dcpaninem of Housing and Ifrban Development (HUD) and NeigltborWorks Americans, on 
a refreshed foreclosure prevention campaign. The refreshed campaign includes a new call-lo-actioti for 
stniggliag homcovv liens by directing them to the Homeowner's HOPE Hotline and 
■Makin;'! h>meAJJon!ahle-.ff)v so that they may receive free assistance w ilh the Making I Ionic Affordable 
Program from a I lUff-approved housing counselor. The campaign includes both television ami radio 
advertising that hav e been .sent to 1 2,000 stations acros,s the country, ;is well as web banners and outdoor 
adt ertisiiig. The ,Ad Council will share regular updates about the success of the campaign with Trca.sury. 
Preliminary reports from .lanuary (the first full month of advertising) demonstrate that the advertisements 
lave already run about 1 .000, including at .stations in some of the hardest-hit arca.s of the eoimiry , sticit as 
Detroit. Michigan; JacksonN'ille. ITorida; and San l.ui.s Obispo. California. 

For the second phase ofthc campaign. Treasury and HUD are working with the ,Ad Council on a new 
multi-media campaign .set to launch in late spring 2010. Tlie new campaign will feature F.nglisli and 
Spanisli television, radio, outdoor and web advertisements, as well a.s (liens and other print materials. The 
Ad Conneil recently held one-on-one interviews with homeowners in Miami. ITorida and Chicago. 

Illinois to test the various campaign approaches for cfi'eelivencss. As w itli the "relresli" campaign 
currently undenvay. the key message ortlii.s campaign will be that free help is available from the federal 
govenunem if homeowners reach out for help. 

Treasury believes that engaging in the two-part roll-out will continue to raise awareness ofthe program 
among eligible homeowners. By working w ith the Ad Council on these campaigns, wc arc able to 
leverage it.s c.xtcnsivc relationships to secure donated space, keeping campaign costs down but mctlia 
impressions high. 

Reamtmemlalion (il); Treasury should reconsider its decision to allow servicers to suhstitute 
ttllcrmitivc forms of income verification based on the subjective determination by the servicer, such as 
whether such documems are '‘appropriate" or relying on the servicer's "poud basiness Judgment 
consistent with the judgment employed when modifying mortgage loans held under their own 
porlfolitt. ’■ 

■flic Supplemental Directives publi.sited by Treasury, specifically SD 09-01 and SD 10-01, clearly stale 
the i cquirciTlcnts fordocuineiilation of borrower income for HAMP modifications. However, these 
gtiidclincs were never intended to he. and should not be, a coniprelicnsiv e underwriting guide applicable 
to every unique borrower circumstance or to replace servicer judgment in making credit decisions for its 
portfolio, Although suu!diird.s are important in the underwriting process, the application ofgood business 
judgment is also critical, and helps to ensure appropriate outcomes for all poicntiall.v eligible borrowers, 
Good bu-sines.s judginem is applied to include the non-lraditiona! borrower (e.g.. a rccemly re-employed 
person with an ofTcr letter and only one associated pay stub). The updales to HAMP underwriting 
requircinciit.s de.scribed in the SD 09-07 and SD I O-Oi reinforced the most important fraud protection 
measures a requirement that servicers obtain ta.v rcttirns.'tran.scripts and a credit report for 1 00% of 
borrowers. T reasury i.s working v.ilh Fannie Mac to implement Ihtiid detection proceilure.s as 
coitteniplated in SD 09-07, targeting, owncr-ix-cupancy and identity . 

With regard to ovcr.sight and compllanec, auditors are accusunned to evaluating orgaiii/alions' 
application of busincs.s Judgment. In addition, auditors apply their own good husine.ss judgmem in 
asscs.siiig the nature and impact of kieinified e.vcepiions. SD 10-01 specifically requires the servicers to 
appropriately dociimcnl "the deci,sioii-making proces,s when applying good busines.s judgment ... and. 


■I 
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w here applicable, reference the ser\ iaerhs associated policies and procedures", rhercforc. Trea.sury, 
tlirougli the compliance agent u ill i)e able to evaluate and conclude on the applieahililv ofthe servicer's 
use of judgment. Tlie compliance agent's suite of compliance aclivilie.s tspccincally. on-silc Ikidwork 
and loan flic reviews) is cnnslructcd to assc.s.s the adequacy ofthe servicer's documentation, the 
appropriateness ofliie .serv icer's bii.sine.ss Judgment, and the consistency vs iili vvliicli that judgment is 
applied. 

Ri’cimimciiikiliim (e): Treasury siiotiltl re-examine the pronrani 's structure ta ensure that the prni’rum 
is ailei/uutefy minimizinii the risk nj re-ilefault. 

Treasury continues to c.xamiiic program parameters to improve operational efficiency and elTecliv eness. 
.SD 10-01 is an e.vaniple oflhis rc-c\amination as it lakes a major step forward in minimizing re-default 
risk l.n mandating the move lo fully verified trial period p!aa.s. Beginning with trial plans offered after 
April 1 5, 20 1 0 (June I 'I rial Plan effective date), borrowers must be fully verified and detennined lo be 
eligible for a permanent mmlilication. .subject only to timely receipt oflrial period payments. This w ill 
limit tile I'all-oiil from trial lo permanent to only those borrowers who fail to make trial payniem.s. 

Payment afTordability under ! lAMP is achieved primarily througli intere.st rale reduction, term extensions 
and principal forlK-arance. All loans permanently modified include an interest rate reduction (and the 
ineilian decrease is four percentage points), 40% of modifications include term cxten.sions and 28% have 
principal forbearance. I lAMP support.s long term sustainability by fixing the initial interest rate for five 
years and making term extension and principal forbearance ixnnancni. This gives the borrower the 
ability to recover from the hardship that caiescd the initial delinquency, 

After five years Oie interest rate i.s gradually increased but will never exceed an interest rate cap based on 
the I'rcddie Mac survey rate on the date ofthe modification. 'I'liat rale is ciirrcmlv near historic lows. The 
median rate cap of periiiancnl II AMI’ modi(lcaiion.s is five percent for the life of the loan. This rate is an 
affordable rate over the life ol' loan, and reprettcnls a significant reduction from the loan's original interest 
rate for many borrowci's, |wrticularly those who had subprime. Iiigh rale loans. 

The program dc.sign for I lAMP purposely focused on achieving affordability' of llie first mortgage 
payment in an el'I'ort to preserv e honicownership. It al.so inelude.s a .second lien modification program to 
provide a comprehen.sive affordability solution for lairrowers. Failure to pay back-end or consumer loan 
debts will not result in the borrower losing the home. A permanent IIA.MP modification reinsiate.s 
the dclinqucm first mortgage and reduces mortgage debt by a niedian of $500 per month giving borrowers 
greater ability to control other credit obligations w itlioat ('earorhi,sing their homes to foreclosure. 

We agree that there are allenialive modification structures that could lower re-default rales, but the audit 
rcpsirt’s reeoitimendatlon and discus.sion fail to acknowledge that these nllernalive.s. taken alone, would 
likely result in fewer modifications and iherel'orc I'ewer modifications completed aiid.'or would 
significanlly increase program cost, 

Trea.sury has also conlimiotisly c.xamiiied issue.s that can undermine program effeciivctie.ss. such n.s 
affordability challenges presented by .second liens, tincinployinem and negative equity. Treasury Itas 
already annoiitieed and begun implementation of the .Second l.icn Modification Program (2MP). 
including three servicers - Bank of America. Wells Fargo and JP.Morgan - that together account foi' more 
than Slot) hillion of second lien loams. We expect other large servicers lo join soon. While the focus of 
the program remains aflordability, Treasury continues to study ideas that will enhance, albeit modestly, 
program outeome.s for unemployed and underwater borrowers. 
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Ackiil ioKiii on {’ic /Vv ? Frcsenl Vahic moiM 

In addition to the suminaiy responses above. Treasury has the follow ing observations regarding the 
characterisation that ■'repealed changes in net present value mclhodolocv hate caused confusii):i and 
delay in implementing IIAMP": 

• All sere icers have isad access to the fully oireratioiial jxirtal NPV model throughout the program. 

• The major cliange.s to the NPV model have reflected iniproveniem.s in that model and program 
adjti,stnicnts in I lAMP that servicers supported. We have not introduced a material change since 
version 3.0 in August, 2009. 

• On selected se.'-vicer concerns with "doublmg the time": as noted above, a full) operational 
version of tiic .NPV has been available through the portal at all times. A servicer hav ing difikiilly 
recoding the model inti! its s>.stem could and should use the portal. 


Treasury shares vour commitment to elTective Ibreefostire mitigation and dedication to protecting 
ta.vpayer interests. SVe appreciate .SIGT.ARP's acknowledgment in the audit report that ■■Trea.siiry has 
made progres.s in developing the adinini-Strativc backbone of the program and in getting the program 
started rapidly", and "Treasury has made suh.stanlial prcgrc.ss during the year .since the announcement of 
UAV1P in attaining servicer participation." 

We look forward to working vviih you and the SIG I'ARP team. 


Sincerely, 

/ / 4.. Vf/'J 

0ry\i'4ayi'l]^ 




I Icrbert .M. .-\l!i.soii, Jr. . ' 

Assi.siant Seerclaiy for rinaiicial .Viability 
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Draft Report 
For Official Use Only 

SIGTARP HotHne 

It vf)u are aware oi fraud, wa>tc, abuse, inismanagcmcnt, or niisrcprcsenratienis associated with the 
’rroubicd Asset Relief Program, please contact the SIGTARP 1 leitlinc. 

Hr Oulhh’ I'anu : w ww. S I CP I ' . \ R P - pme fir P/w/v; Call toll free: (877) SIGGiK'iP 

/5r Iv/At (202) 622-4559 

By MuB: Hotline: Office of the Special Inspector General 

for the Troubled Asset Relief Program 

ISOi L Street., K\\', T’’ Hoor 
Washington, D.C2 2022i) 

Press Inquiries 

If you lii'ivc any imjuiricj. please contact otir Press Office: 

Kristine Bclisle 

Director of Coniiminications 

Kris.Belislc@dn.treas.yoe 

2112-927-8940 


Legislative Affairs 

F'or Congressional inquiries, please contact tnir Legislative .\ffairs Office: 

Lori i Iaym:in 
l.cgislative .\ffairs 
1 .ori.l layiTian@<lo. treas.gov 
202-927-8941 

Obtaining Copies of Testimony and Reports 

'IV) obtain copies of tesrimonv and reports, please log on to our website ar w\\'\v.sigtarp.o-c>r . 
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Help for America’s Homeowners 

MAKING HOME AFFORDABLE 


Supplemental Directive 10-05 June S, 2010 

Home Affordable Modification Program - Modification of Loans with 
Principal Reduction Alternative 

Background 

In Supplemental Directive 09-01, the Treasury Department (Treasury) announced the eligibility, 
undemriting and servicing requirements for the Home Affordable Modification Program 
(HAMP). Under HAMP, servicers apply a uniform loan modification process to provide eligible 
borrowers with sustainable monthly payments. This Supplemental Directive provides guidance 
to servicers on a Principal Reduction Alternative (PRA) to give servicers additional flexibility to 
offer relief to bomowers whose homes are worth significantly less than the remaining amounts 
owed under their first lien mortgage loans (negative equity). Under PRA, servicers are required 
to evaluate the benefit of principal reduction for every HAMP eligible loan with high negative 
equity, defined herein, and are encouraged to offer principal reduction whenever the net present 
value (NPV) result of a HAMP modification using PRA is greater than the NPV result without 
considering principal reduction. Treasury is introducing an alternative modification waterfall to 
perfonn this evaluation and financial incentives for principal reduction. This Supplemental 
Directive also provides that the Second Lien Modification Program (2MP) will now require 
principal reduction in an amount at least proportional to any principal reduction offered on a 
cort'esponding HAMP modified first lien mortgage loan. 

In addition, this Supplemental Directive expresses Treasury’s position regarding the applicability 
of the servicer safe harbor (Servicer Safe Harbor) set forth in Section 129A of the Truth In 
Lending Act, 15 U.S.C. 1639a (TILA), to residential loan modifications under HAMP and 2MP, 
as well as to short sales and deeds-in-lieu of foreclosure under the Home Affordable Foreclosure 
Alternatives (HAFA) Program. This Supplemental Directive also expresses Treasuiy’s position 
regarding the accounting treatment to be employed by servicers and other transaction parties for 
HAMP modifications that include principal forbearance. 

This Supplemental Directive provides guidance to servicers of first and second mortgage lien 
loans that are not owned or guaranteed by Fannie Mae or Freddie Mac, or insured or guaranteed 
by a federal agency, such as the Federal Housing Administration. 

This Supplemental Directive covers the following topics: 

PRA Requirements 
Alternative Waterfall 
Net Present Value Model 
Application of Principal Reduction 
Documentation Requirements 





375 


Sei"vicer Reporting 

Credit Bureau Reporting 

Incentive Compensation 

Compliance 

Document Retention 

Impact on Second Lien Modifications 

Servicer Safe Harbor 

Treatment of Principal Forbearance in HAMP 

PRA Requirements 

Beginning on the later of (i) October 1, 2010; or (ii) the implementation date for version 4.0 of 
the HAMP NPV model (PRA Effective Date), servicers must evaluate any loan that is being 
considered for HAMP with a mark-to-market loan-to- value (MTMLTV) ratio greater than 115 
percent using both the standard HAMP modification waterfall (Standard Waterfall) and an 
alternative modification waterfall that includes principal reduction as the required second step in 
the waterfall (Alternative Waterfall). When determining the loan’s unpaid principal balance 
(UPB), servicers should include any amounts that would be capitalized in accordance with 
HAMP guidelines. Servicers should follow regulatory and investor guidance when selecting the 
appropriate valuation method to determine the mark-to-market value of the property and use this 
value for both the NPV model and the PRA MTMLTV ratio calculation. 

Servicers may immediately offer HAMP modifications utilizing PRA as of the date of this 
Supplemental Directive in accordance with the guidance set forth herein. Guidance relating to 
principal reduction and related investor incentives for first lien mortgage loans in HAMP trial 
period plans or permanent HAMP modifications prior to the date of this Supplemental Directive 
will be provided in a future Supplemental Directive. 

Alternative Waterfall 

Under the Alternative Waterfall, servicers use principal reduction between Step 1 
(capitalization) and Step 2 (interest rate reduction) of the Standard Waterfall set forth in 
Supplemental Directive 09-01 as follows: 

• Reduce the UPB by an amount necessary to achieve either the target monthly mortgage 
payment ratio of 3 1 percent or a MTMLTV ratio equal to 1 1 5 percent, whichever is 
reached first; 

• If the UPB is reduced to create a MTMLTV ratio of 1 1 5 percent and the target monthly 
mortgage payment ratio of 31 percent has not been achieved (based on a fully amortizing 
principal and interest payment over the remainder of the cuiTent loan term and using the 
current mortgage interest rate), continue with the standard HAMP modification waterfall 
steps of interest rate reduction, term extension and principal forbearance, each as 
necessaiy, until the target monthly mortgage payment ratio of 31 percent is achieved. 
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The servicer must use the NPV model to evaluate the proposed modifications generated by 
application of both the Standard Waterfall and the Alternative Waterfall. 

• As set forth in Supplemental Directive 09-01, if the NPV result for the proposed 
modification generated by applying the Standard Waterfall is positive, servicers must 
modify the loan. 

• If the NPV result for the proposed modification generated by applying the Alternative 
Waterfall is positive, seivicers are encouraged, but are not required, to perform a HAMP 
loan modification utilizing PRA, even in instances where the NPV result from the 
Standard Waterfall is negative or is less than the NPV result generated by application of 
the Alternative Waterfall. 

• If neither the Standard Waterfall NPV nor the Alternative Waterfall NPV is positive, the 
servicer is not required to modify the loan. 

The primary puipose of completing the Alternative Waterfall analysis is to demonstrate whether 
reducing principal on loans with MTMLTV ratios greater than 115 percent results in a positive 
NPV. However, when making the determination to reduce principal, seivicers may, consistent 
with investor guidelines and contractual obligations, reduce the UPB of a loan to an amount that 
results in a MTMLTV ratio that is greater or lesser than the 115 percent target ratio in the 
Alternative Waterfall. Because servicers have this discretion in offering principal reduction, 
servicers must develop and adhere to a written policy for making principal reduction 
detenninations that treats all similarly-simated loans in a consistent manner and in compliance 
with fair lending and other applicable laws and regulations. 

Seivicers will qualify for PRA investor incentive payments as set forth in this Supplemental 
Directive for reductions creating a MTMLTV ratio as low as 105 percent, even if the reduction 
results in a monthly mortgage payment ratio below the 31 percent target. Servicers are not 
precluded from reducing principal below a 105 percent MTMLTV ratio; however, PRA investor 
incentives will not be paid on the portion of any principal reduction that reduces the MTMLTV 
ratio below 105 percent. Additionally, pursuant to Supplemental Directive 09-01, Investor 
Payment Reduction Cost Share Incentives will only be paid based on modification terms that 
reflect the target monthly mortgage payment ratio (3 1 percent). 

Net Present Value Model 


Pursuant to Supplemental Directive 09-01, all loans that meet the HAMP eligibility criteria must, 
prior to offering a trial modification using verified bomower income, be evaluated using a 
standard NPV model that compares the NPV result with a modification to the NPV result 
without a modification. An updated NPV model (“NPV 4.0”), under development by Treasuiy, 
will reflect principal reduction incentives and will compare the NPV result of modifications with 
and without principal reduction with the NPV result without modification. The software 
application for NPV 4,0 will be available on the Home Affordable Modification Program 
servicer web portal accessible at www.HMPadmin.com . On this portal, servicers will have 
access to NPV 4.0 as well as detailed guidelines for submitting proposed modification data. 
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In addition to the evaluation using NPV 4.0, servicers may conduct other evaluations to 
determine the level of principal reduction that is in the best interest of investors. However, 
servicers must only submit the results of the Standard Waterfall and Alternative Waterfall 
evaluations completed with NPV 4,0 to Treasury's system of record. 

Application of Principal Reduction 

PRA is a deferred principal reduction program that allows a boiTower to earn principal reduction 
over a three-year period by successfully making payments in accordance with the modified loan 
terms. If the loan is modified pursuant to PRA, the principal reduction amount should be 
initially treated as non-interest bearing principal forbearance (PRA Forbearance Amount). The 
PRA Forbearance Amount is separate and exclusive of any other forbearance that may be offered 
in conjunction with a HAMP modification. 

If the borrower is in good standing (as defined in Supplemental Directive 09-01) on the first, 
second and third anniversaries of the trial period effective date, the servicer must reduce the UPB 
of the loan on each anniversary date in installments equal to one-third of the initial PRA 
Forbearance Amount. 

If a boiTower is in good standing and pays the loan in full (i) at any time more than 30 calendar 
days after the HAMP modification effective date; (ii) after the PRA reporting and payment 
processes are made available; and (iii) prior to application of the entire PRA Forbearance 
Amount, the borrower shall immediately be fully vested in and entitled to the unapplied PRA 
Forbearance Amount as a curtailment. When the servicer receives a payoff request on behalf of 
a bortower that meets these requirements, the unapplied PRA Forbearance Amount shall be 
deducted from the payoff balance, 

Documentation Requirements 

The documents for PRA are the same as those required under HAMP. However, the Trial Period 
Plan Notice and the Home Affordable Modification Agreement must be modified to include 
language regarding the defened principal reduction tenns. This language will be set forth in the 
revised documents that will be available on www.HMPadmin.com prior to the PRA Effective 
Date, This language will include a notification to the boirower that principal reduction is 
reported to the Internal Revenue Service and may have tax consequences. The language will 
also advise borrowers to seek guidance from a tax professional. 

Seivicers that offer HAMP modifications utilizing PRA prior to issuance of the revised 
documents must modify the Home Affordable Modification Agreement to include the deferred 
principal reduction terms. 
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Borrower Notice 

Upon receipt of a written request from a borrower or an authorized representative of the 
borrower related to principal reduction, the servicer must, within 30 calendar days of receipt of 
the request, respond in writing. The response, when applicable, must include the reason(s) that 
principal reduction was not offered to the borrower. 

Servicer Reporting 

The PRA reporting and payment processes are currently under development by Fannie Mae, in 
its capacity as Treasury’s financial agent. Subsequent guidance will be provided describing the 
PRA reporting and payment processes and when they will be available (the time period between 
the date of this Supplemental Directive and the date the PRA reporting and payment processes 
are available shall be referred to herein as the Interim Period). Seivicers who offer loan 
modifications with PRA during the Interim Period will be required to report the transaction to the 
Treasury system of record. Any PRA principal reduction on Interim Period loans should be 
reported in the existing principal write-down field. Seivicers should not, however, reduce the 
UPB by the amount of any PRA principal reduction in the Treasuiy system of record for Interim 
Period loans (though servicers should reduce the UPB by any principal reduction that is not 
related to PRA). When the PRA reporting and payment processes are implemented, servicers 
shall submit a coirection transaction that will move the PRA principal reduction to a new PRA 
specific principal forgiveness field. During the Interim Period, Servicers must collect and retain 
PRA specific information so that the necessary data can be reported when the processes become 
available. 

The HAMP Data Dictionary and Supplemental Directive 09-06 Data Dictionary will be revised 
to reflect new and modified edits for PRA and will be posted on www.HMPadmin.com . 
Servicers will be required to report the Standard Waterfall NPV model inputs, the Alternative 
Waterfall NPV model inputs, final modification terms, and NPV outputs for both NPV 
evaluations. 

Credit Bureau Reporting 

Servicers should report a “titll-file” status report to the four major credit repositories for any loan 
modified pursuant to this Supplemental Directive in the same manner they report a loan modified 
under HAMP as set forth in Supplemental Directive 09-01. In addition, as each installment of 
the PRA Forbearance Amount is applied to the UPB of the loan, the seiwicer should update the 
credit repositories with the cuirent balance owed and amend the K-4 segment to reflect the 
reduced UPB. 

The "due date" in the K4 Segment should reflect the scheduled maturity date of the HAMP 
modified loan. However, if the Principal Forbearance Amount no longer applies after the portion 
of the loan is forgiven, the seivicer should no longer report the K4 Segment. 
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Incentive Compensation 

No incentives of any kind will be paid if the servicer has not executed the Servicer Participation 
Agreement to participate in HAMP. The calculation and payment of all incentive compensation 
will be based strictly on the bon’ower’s verified income. Servicers must apply or remit, as 
applicable, all borrower and investor incentive compensation it receives with respect to any PRA 
modified loan within timeframes as required by applicable law, but in no event later than 30 
calendar days after receipt. 

Additionally, as detailed in Supplemental Directive 09-01, if a borrower loses good standing it 
cannot be restored even if the borrower subsequently cures the default. A loan that is not in good 
standing is not eligible to receive boiTower, servicer or investor incentives and/or 
reimbursements and such payments will no longer accrue for that mortgage loan. If a borrower 
loses good standing before the entire PRA Forbearance Amount has been applied to the UPB, the 
unapplied PRA Forbearance Amount shall remain as non-interest bearing principal forbearance 
for the remaining life of the loan. 

Investor Incentive Compensation 

For each loan modified under PRA, investors receive the Investor Payment Reduction Cost Share 
and if applicable: (i) the one-time current borrower incentive payment described in 
Supplemental Directive 09-01 and (ii) the Home Price Decline Protection incentive payments 
described in Supplemental Directive 09-04. 

Additionally, investors will receive PRA investor incentive payments based on the delinquency 
status of the loan, the MTMLTV ratio used to complete the Alternative Waterfall analysis and 
the amount of principal reduction installment actually applied by the servicer. 


Principal Reduction Incentive Schedule; 

Per Dollar of UPB Forgiven in MTMLTV Ratio Range 
(Loans Less than or Equal to Six Months Past Due) 

MTMLTV Ratio Range 

105% to <115% 115% to 140% >140% 

0.21 0.15 O.IO 


With respect to loans which were less than or equal to six months past due at all times during the 
12 month period prior to the NPV evaluation date, investors will be entitled to receive $0.21 per 
dollar of principal reduction equal to or greater than 105 percent and less than 115 percent 
MTMLTV ratio; $0.15 per dollar of principal reduction equal to or greater than 1 1 5 percent and 
less than or equal to 140 percent MTMLTV ratio; and $0.10 per dollar of principal reduction in 
excess of 140 percent MTMLTV ratio. 
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With respect to loans which were more than six months past due at any time during the 12 month 
period prior to the NPV evaluation date, iirespective of MTMLTV ratio range, investors will be 
paid $0.06 per dollar of principal reduction and will not be eligible for incentives in the above 
extinguishment schedule. PRA investor incentive payments will be earned by investors in the 
month in which the applicable principal reduction amount is actually applied to reduce the 
borrower’s UPB as set forth above. 

While servicers may reduce principal below 105 percent MTMLTV ratio, no PRA incentive, 
including PRA incentives paid for Interim Period loans, will be paid for that portion of the 
principal reduction amount that reduces the MTMLTV ratio below 105 percent. Also, as 
provided in Supplemental Directive 09-01, servicers may substimte principal reduction for any 
step in the waterfall and may reduce principal at any time during the life of the loan. However, 
PRA investor incentives will only be paid in conjunction with principal reduction that is deferred 
over three years in accordance with the requirements of this Supplemental Directive. 

Interim Period Incentive Compensation 

Loans with a premodification MTMLTV greater than 115 percent that are permanently modified 
under HAMP during the Interim Period and include PRA principal reduction may be eligible for 
PRA investor incentives in compliance with the prior section. PRA investor incentives will be 
paid so long as (i) the loan remains in good standing on the implementation date of the PRA 
reporting and payment processes by Treasury’s financial agent; (ii) the modification otherwise 
complies with HAMP requirements; (iii) the modification terms are accurately entered into the 
Treasury system of record at the time of modification in compliance with the guidance set forth 
above in the “Servicer Reporting” section; and (iv) when the PRA reporting and payment 
processes become available, a correction transaction is submitted moving the PRA principal 
reduction to the new PRA specific principal forgiveness field and all additional PRA specific 
data retained by the servicer is reported to the Treasury system of record. Servicers providing 
principal reduction during the Interim Period will not be required to perform an Alternative NPV 
evaluation for loans modified prior to the PRA Effective Date. All servicers must, as indicated 
above, have written policies governing the consistent application of principal reduction. 
Notwithstanding the foregoing. Interim Period loans that are fully satisfied prior to 
implementation of the PRA reporting and payment processes are not eligible for PRA investor 
incentives. 

Compliance 

Treasuiy has selected Freddie Mac to serve as its compliance agent (MHA-C) for HAMP. 
Supplemental Directive 09-01 describes the overall roles and responsibilities of both servicers 
and the compliance agent in performing servicer reviews and oversight, which are unchanged by 
this Supplemental Directive. As compliance agent, MHA-C will incorporate an evaluation of 
documented information to assess PRA implementation, processes, and controls into its servicer 
reviews. Additional information will be provided to servicers as part of the conduct of the 
compliance agent’s reviews. The scope of the assessments will include among other things, an 
evaluation of documented evidence to confirm adherence (e.g., accuracy and timelines) to PRA 
requirements with respect to the following; 
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• The documented process for evaluating and approving borrowers for principal reduction 
under the guidance set forth in this Supplemental Directive, 

• The standard policies and guidelines for completing principal reduction and consistent 
application of same. 

• The execution of NPV/Waterfall processes, and retention of all applicable data, including 
accurately uploading required data into IR2 when the functionality exists. 

• The timely and accurate payment of borrower and investor incentive payments. 

• The appropriate treatment of second liens modified under 2MP where the modification of the 
first lien utilizes PRA. 

As with earlier versions of the NPV model, servicers wishing to recode the NPV model into their 

own processing systems will be required to undergo certification testing by MHA-C and receive 

authorization prior to implementing the recoded model. 

Document Retention 


Servicers are required to maintain appropriate documentary evidence of their HAMP-related 
activities, pursuant to Supplemental Directive 09-01, and to provide that documentary evidence 
to MHA-C upon request. With respect to PRA, documentation that should be maintained by the 
servicer includes, but is not limited to, the following: 

• Policies and procedures relating to PRA, including but not limited to those ensuring 
consistent application of PRA and the circumstances under which the servicer would reduce 
principal below 105 percent MTMLTV ratio or create a modification with a payment below 
the target monthly mortgage payment ratio of 3 1 percent. 

• Determination of eligibility for PRA 

• Evidence of application of each applicable step in the Alternative Waterfall 

• Application of both the Standard NPV and Alternative NPV Models 

For phone contact with borrowers related to PRA, well-documented servicer system notes 
(including but not limited to date, names of contact persons, and conversation summaries) will 
constitute appropriate documentation. Written correspondence should be retained in an 
accessible manner and made available to MHA-C upon request. 

Servicers must retain detailed records to document the reason(s) for any trial modification failure 
and the associated communication with borrowers. Servicers must retain required documents for 
a period of seven years from the date of the document collection. 
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Impact on Second Lien Modifications 

When a first lien mortgage loan is modified under PRA and a servicer that has executed a 
Servicer Participation Agreement for the Second Lien Modification Program (2MP) services a 
second lien mortgage loan secured by the same property (whether or not that servicer also 
services the first lien mortgage loan), that 2MP servicer must also reduce principal in 
conjunction with the modification of the second lien. As of the publication date of this 
Supplemental Directive, the text below replaces in its entirety the text in Supplement Directive 
09-05 Revised, Update on the Second Lien Modification Program (2MP), describing “Step 4; 
Principal Forbearance”. 

Step 4: Principal Forbearance and Forgiveness 

If there was principal forbearance or forgiveness on the HAMP-modified first lien, a 
servicer must forbear or forgive principal on the second lien in the same proportion, 
based on the ratio of the principal forbearance or forgiveness amount of the HAMP- 
modified first lien to the total UPB of the HAMP-modified first lien on its modification 
effective date. If the servicer has deferred accrued interest in lieu of capitalization in Step 
1, the deferred amount will be in addition to any principal forbearance or forgiveness 
required under this Step 4. The servicer may, at its discretion and as permitted under the 
applicable pooling and servicing agreement, choose to forgive any amounts that are 
required to be forborne. All principal forgiveness required or provided under 2MP will be 
applied at the time of the permanent 2MP modification and will not be deferred. 

Example: The total unpaid principal balance plus the forgiveness amount of the HAMP- 
modified first lien on its modification effective date is $100,000, the amount of principal 
forbearance on the first lien is $5,000 and the amount of principal forgiveness is $5,000. 
Therefore, the servicer must forbear five percent of the second lien and must forgive five 
percent of the second lien. If the total unpaid principal balance of the second lien on the 
modification effective date is $40,000, the servicer must forbear $2,000 and must forgive 
$2,000, or the servicer may elect to forgive a larger amount. 

Additionally, the first two sentences from the section titled “Principal Forgiveness Option” in 
Supplemental Directive 09-05 Revised, are deleted and replaced with the following sentence: 

In addition to any required forgiveness in Step 4 of the standard modification waterfall, 
servicers may, at their discretion and when pennitted under the applicable pooling and 
servicing agreement or other investor servicing agreement, agree to forgive additional 
principal as part of a 2MP modification and will be eligible for both modification 
incentives and extinguishment incentives on any partial amount of principal that is 
forgiven so long as the unpaid principal balance of the second lien (at initial 
consideration for the second lien modification) is equal to or greater than $5,000 and has 
a premodification scheduled monthly payment equal to or greater than $100. 
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Servicer Safe Harbor 


As part of Helping Families Save Their Homes Act of 2009 (HFSTHA), Congress established 
the Servicer Safe Harbor by amending TILA for the purpose of providing a safe harbor to enable 
such servicers to modify and refinance mortgage loans under a “qualified loss mitigation plan.” 
Treasury has determined that each residential loan modification under HAMP (including PRA 
modifications) and 2MP, as well as each short sale and deed-in-lieu of foreclosure under HAFA, 
is a “qualified loss mitigation plan” as defined in the Servicer Safe Harbor, In addition, Treasury 
anticipates that the “FHA Program Adjustments to Support Refinancings for Underwater 
Homeowners,” which were previously aimounced by Treasury on March 26, 2010,' will also 
constitute a “qualified loss mitigation plan” as defined in the Servicer Safe Harbor. 

Treatment of Principal Forbearance in HAMP 


Except under the circumstances described in the next paragraph, when a mortgage loan within a 
securitization vehicle is modified under HAMP, the following parties will take the respective 
actions: 

(i) the servicer must report to the trustee or securities administrator any forborne 
principal as a realized loss; 

(ii) the tmstee or securities administrator must allocate any such reported forborne 
principal as a realized loss to the trust;^ and 

(iii) the servicer must act consistent with the presumption that such allocation has 
occurred, and may conclusively rely that it has. 

The direction to the servicer and the trustee or securities administrator to take the actions 
described in clauses (i) through (iii) above shall apply to any mortgage loan within a 
securitization vehicle unless the applicable securitization pooling or trust agreement: (A) 
explicitly provides for or allows repayment of principal to be postponed or forborne for a long 
period of time; (B) explicitly provides for or allows interest on such principal amount to be 
permanently forgiven; and (C) explicitly and affirmatively directs that such forborne principal 
not be treated as a realized loss. Although securitization pooling or trust agreements often use 
the term “principal forbearance” in addressing the postponement for short periods of the dates on 
which certain payments of principal are due, the exception set forth in this paragraph will only 
apply if the relevant agreement specifically addresses principal forbearance in the manner set 
forth in (A) through (C) in the immediately preceding sentence. 


' http://makinghomeaffordable.gOv/docs/FHA_Refinance_Fact_Sheet_032510%20FINAL2.pdf 
■ The reported forborne principal should be allocated as a realized loss such that, for purposes of calculating 
distributions to securityholders, such forborne amount is no longer outstanding under the amortization schedule 
applicable to the related mortgage loan. 
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The HFSTHA also states that qualified loss mitigation pian guidelines issued by Treasury under 
the Emergency Economic Stabilization Act of 2008 (EESA) shall constitute standard industry 
practice for purposes of all Federal and State laws. The qualified loss mitigation plan guidelines 
issued by Treasury under EESA include this Supplemental Directive. Accordingly, actions 
described in clauses (i)-(iii) above, when taken by a servicer pursuant to this Supplemental 
Directive, shall constitute “standard industry practice” within the meaning of the Servicer Safe 
Harbor, and, when taken by any other person pursuant to this Supplemental Directive, including 
a trustee or securities administrator under a securitization pooling or trust agreement, shall 
constitute “cooperation of such person with a servicer when such cooperation is necessary for the 
servicer to implement a qualified loss mitigation plan” within the meaning of the Servicer Safe 
Harbor. 


Supplemental Directive 10-05 


Page 1 1 




385 




Help for America’s Homeowners 

MAKING HOMEAFFORDABLE 


Supplemental Directive 10-04 May 11, 2010 

Home Affordable Unemployment Program 

Background 

In Supplemental Directive 09-01, the Treasury Department (Treasury) announced the eligibility, 
underwriting and servicing requirements for the Home Affordable Modification Program 
(HAMP). Under HAMP, servicers apply a uniform loan modification process to provide eligible 
borrowers with sustainable monthly housing payments. This Supplemental Directive provides 
servicers flexibility to provide assistance to borrowers whose hardship is related to 
unemployment. When a borrower is unemployed, a HAMP trial period plan or permanent 
HAMP modification may not be appropriate, and in some cases, the borrower may not have the 
ability to make the required payments. 

This Supplemental Directive requires servicers to consider eligible borrowers for the Home 
Affordable Unemployment Program (UP), which grants borrowers a forbearance plan during 
which regular monthly mortgage payments are reduced or suspended. Borrowers will be 
evaluated for HAMP at the earlier of re-employment or 30 days prior to the expiration of the UP 
forbearance plan. 

This Supplemental Directive provides guidance to servicers of first lien mortgage loans that are 
not owned or guaranteed by Fannie Mae or Freddie Mac (Non-GSE Mortgages) or insured or 
guaranteed by a federal agency, such as the Federal Housing Administration (FHA), and is 
effective for all participating servicers on July I, 2010. However, servicers may begin to offer 
UP earlier so long as all unemployed borrowers that are potentially eligible are considered for 
UP as of the date the servicer begins offering UP. Servicers that have executed a servicer 
participation agreement and related documents (SPA) must follow the guidance set forth in this 
Supplemental Directive. Servicers of first lien mortgage loans that are owned or guaranteed by 
Fannie Mae or Freddie Mac should refer to relevant guidance issued by the applicable GSE. 

Help for Unemployed Borrowers 

This guidance replaces the language under the heading “Unemployment Benefits” in the 
“Borrower Income/Asset Documentation and Verification of Eligibility” section of Supplemental 
Directive 10-01. A borrower who is unemployed and requests assistance under HAMP must be 
evaluated for and, if qualified, receive an UP forbearance plan before the borrower may be 
considered for HAMP. For borrowers being considered for trial period plans with effective dates 
on or after July 1, 2010, servicers may no longer consider unemployment insurance benefits as a 
source of income when evaluating borrowers for HAMP. For purposes of this Supplemental 
Directive, the terni “borrower” includes any co-borrower. 
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UP Forbearance Plan Eligibility 

Servicers are required to offer an UP forbearance plan to a borrower who meets the following 
HAMP minimum eligibility criteria: 

• The mortgage loan is secured by a one- to four-unit property, one unit of which is the 
borrower’s principal residence. 

• The mortgage loan is a first lien mortgage loan originated on or before January 1 , 2009. 

• The current unpaid principal balance of the mortgage loan is equal to or less than 
$729,750.' 

• The mortgage loan is delinquent or default is reasonably foreseeable. 

• The mortgage loan has not been previously modified under HAMP and the borrower has 
not previously received an UP forbearance period. 

Additional UP forbearance plan eligibility requirements include that the borrower: 

• Makes a request before the first mortgage lien is seriously delinquent (before three 
monthly payments are due and unpaid). A request for UP may be made by phone, mail 
or email. Servicers must document the date of the UP request in the servicing file and, 
within 10 business days, confirm the receipt of the request with the borrower via mail or 
return email. 

• Is unemployed at the date of the request for UP and is able to document that he or she 
will receive unemployment benefits in the month of the Forbearance Period Effective 
Date (defined below) even if his or her unemployment benefit eligibility is scheduled to 
expire before the end of the UP forbearance period. 

The servicer may, pursuant to investor or regulator guidelines, require a borrower to have 
received unemployment benefits for up to three months before the forbearance period will begin. 
A borrower who has received unemployment benefits for less than the minimum time period 
required by the servicer may request consideration for an UP forbearance plan; however, the 
forbearance period will not begin until after the borrower has received unemployment benefits as 
required by the servicer. Servicers must have written procedm'es for determining when a 
borrower must be in receipt of up to three months of unemployment benefits and must 
consistently apply those procedures. 

To be eligible for HAMP, a borrower’s total monthly mortgage payment (principal, interest, 
taxes, insurance and association fees, if any) prior to the modification must exceed 3 1 percent of 
the bon'ower’s gross income. To streamline the delivery of unemployment assistance, a seivicer 
may waive this criterion for UP forbearance plan eligibility. However, servicers are not required 
to offer an UP forbearance plan to borrowers whose total monthly mortgage payment is less than 
or equal to 31 percent of the borrower’s monthly gross income, including unemployment 
benefits. Servicers are not required to offer an UP forbearance plan if a household member that 


' This amount refers to 1 unit properties. Higher amounts apply to 2 to 4 unit dwellings. See Supplemental Directive 
09-01. 
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is not a borrower becomes unemployed, even if that income contributed to the mortgage 
payment. 

Unemployed borrowers who do not meet the eligibility criteria for an UP forbearance plan 
should be evaluated for other proprietary forbearance programs. Borrowers that are not offered 
any type of forbearance plan must be evaluated for HAMP, excluding from monthly gross 
income unemployment benefits and any other temporary sources of income related to 
unemployment, such as severance payments. If the borrower is not eligible for HAMP, the 
servicer must send the borrower a Non-Approval Notice in accordance with Supplemental 
Directive 09-08 and describe other foreclosure alternatives for which the borrower may be 
eligible, including but not limited to the Home Affordable Foreclosure Alternatives Program 
(HAFA) or other short sale or deed-in-lieu programs. 

A borrower in a permanent HAMP modification that becomes unemployed is not eligible for an 
UP forbearance plan. A borrower who was previously determined to be ineligible for a HAMP 
modification may request consideration for an UP forbearance plan if the borrower meets all of 
the eligibility requirements. 

Conversion from HAMP Trial Period Plan to an UP Forbearance Plan 

A botrower who is currently in a HAMP tiial period plan and becomes unemployed may seek 
consideration under UP if the borrower was not seriously delinquent (as defined above) as of the 
first payment due date of the HAMP trial period plan. A servicer may not require an unemployed 
bon'ower in a trial period plan to convert to an UP forbearance plan. However, upon receipt of a 
request for consideration for an UP forbearance plan by an unemployed bon'ower in a trial period 
plan and evidence that the borrower is or will be eligible for unemployment benefits, the servicer 
must cancel the trial period plan and follow the guidance for establishing the Forbearance Period 
Effective Date, as described below. The servicer may not impose a waiting period before 
commencement of the forbearance plan by requiring the borrower to be in receipt of 
unemployment benefit for a longer period than required by UP. If following an UP forbearance 
plan the borrower is determined to again be eligible for HAMP, the borrower must complete a 
new HAMP trial period plan. To determine eligibility, the borrower will be required to submit 
complete and updated HAMP documentation (including the RMA and updated proof of income), 
but will not be required to re-submit IRS Form 4506T-EZ if the servicer has already obtained a 
tax transcript for the most recent tax year. 

UP Forbearance Plan Terms 

The minimum UP forbearance period is the lesser of three months or upon notification that the 
borrower has become re-employed. Servicers should establish procedures for tracking 
borrowers’ employment status and include any applicable borrower instructions in the 
Forbearance Plan Notice (FPN); as described below. Servicers may extend the minimum 
forbearance period in increments at the servicer’s discretion, in accordance with investor and 
regulatory guidelines. Any borrower eligibility review or recertification documentation 
requirements that may apply after the initial forbearance period are at the servicer’s discretion, in 
accordance with investor and regulatory guidelines. 
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During the UP forbearance plan, the borrower’s monthly mortgage payment must be reduced to 
an amount that is no more than 3 1 percent of the borrower’s gross monthly household income. In 
determining gross monthly income, the servicer may rely on stated income provided by the 
borrower or may require documentation of income. At the discretion of the servicer, the 
borrower’s monthly mortgage payments may be suspended in Ml. The payment amount, if any, 
will be determined by the servicer in accordance with investor and regulator guidelines and 
applicable laws and regulations. Servicers must have written procedures for determining when a 
payment will be required during an UP forbearance plan and how the payment amount will be 
determined, and must consistently apply those procedures. 

Commencement of UP Forbearance Plan 

A borrower’s UP forbearance plan starts on the Forbearance Period Effective Date. If the 
servicer transmits the FPN, to the borrower on or before the 15th day of a calendar month, then 
the servicer should insert the furst day of the next month as the Forbearance Period Effective 
Date. If the servicer transmits the FPN to the borrower after the 15th day of a calendar month, 
the servicer may, as an alternative, use the first day of the month after the next month as the 
Forbearance Period Effective Date. Servicers who elect this alternative and require the borrower 
to have received unemployment benefits for up to three months should factor the additional 
month towards meeting the established requirement for unemployment benefits so that the 
forbearance period may begin immediately after meeting the requirement and must do so 
consistently for all borrowers in accordance with written policies and procedures. This 
determination should be based on the date that the FPN is sent to the boixower. 

If the servicer requires a reduced monthly payment, the servicer must receive the borrower’s 
reduced payment on or before the last day of the month in which it is due. If the borrower fails 
to make timely payments, the UP forbearance plan may be canceled and the borrower is not 
eligible for HAMP consideration, Servicers are instructed to use good business judgment in 
determining whether UP forbearance payments were received timely or if mitigating 
circumstances caused the payment to be late. Exceptions should be documented by the servicer. 

Notices 

After receiving the borrower’s documentation of unemployment benefits the servicer is required 
to determine the boiTower’s eligibility for UP and mail an FPN or a Non-Approval Notice within 
10 business days following the date of the seiwicer’s determination. For existing UP forbearance 
plans, at least 30 days prior to the expiration date, the servicer is required to determine if an 
extension will be provided and mail an FPN, as applicable, within 10 day business days 
following the determination. A Non-Approval Notice is not required when an extension is not 
granted. 

If a borrower is eligible for UP and any extension thereof, the FPN should describe the terms and 
conditions of the initial UP forbearance plan or extension, which at a minimum must include the 
following: 

• Duration of the forbearance plan along with the Forbearance Period Effective Date and 
the expiration date; 
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• Periodic payment amount, if any; 

• Brief explanation regarding what will occur when the borrower is re-employed or when 
the forbearance plan expires; and 

• Borrower’s responsibility to provide updates to his or her employment status during the 
forbearance plan, if applicable. 

Borrowers are not required to sign or return the FPN. However, servicers may require the 
boiTOwer to execute and return a written forbearance plan agreement if required by investor 
guidelines. Servicers should retain a copy of the FPN in the applicable servicing file and note 
the date that it was sent to the borrower. 

If a borrower is determined to be ineligible for forbearance, servicers must communicate this 
determination to the borrower in writing along with the primary reason for ineligibility. The 
notice must also describe other foreclosure alternatives for which the borrower may be eligible, 
if any, including but not limited to HAMP, other home retention programs, HAFA or other short 
sale or deed-in-lieu programs, and identify the steps the borrower must take in order to be 
considered for those options. Servicers may use the applicable non-approval model clause 
provided in Supplemental Directive 09-08. Model clauses specific to UP are attached as Exhibit 
B. Use of the model clauses is optional; however, they illustrate a level of specificity that is 
deemed to be in compliance with the language requirements of this Supplemental Directive. 

Late Fees 

Late charges may accrue while the servicer is determining borrower eligibility for an UP 
forbearance plan and during the forbearance period. However, a servicer must not collect late 
charges from the borrower during the forbearance period. Additionally, all accrued and unpaid 
late charges must be waived in the event the borrower receives a permanent HAMP 
modification. 

Transition from Forbearance to HAMP 

At the earlier of 30 days following notification that the borrower has found employment or 30 
days prior to expiration of the a forbearance period, the servicer must provide a HAMP eligible 
borrower with an Initial Package of HAMP documents and, upon receipt of the completed Initial 
Package from the borrower, must evaluate the borrower for HAMP. Both the boiTower and 
servicer must adhere to the timing and notice requirements in Supplemental Directive 10-02. 
The servicer may extend the forbearance period by a maximum of 30 days as needed to allow the 
borrower time to submit the needed documentation. If the bonower is determined to be 
ineligible for HAMP or other home retention options, the borrower must be considered for other 
foreclosure alternatives, such as HAFA or other short sale and deed-in-lieu programs. 

When evaluating a bonwer for HAMP and calculating the borrower’s total monthly mortgage 
payment ratio prior to the modification, the borrower’s monthly gross income must include the 
new employment income as verified by an offer letter, first pay stub or other documentation 
consistent with the judgment employed by servicers when modifying mortgage loans held in 
their own portfolio. Any missed payments prior to and during the UP forbearance plan should be 
capitalized as part of the standard HAMP modification process. 
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Suspension of Foreclosure Actions 

Servicers may not refer any loan, to foreclosure or conduct a scheduled foreclosure sale in the 
following circumstances: 

• While the borrower is being evaluated for UP; evaluation begins when a borrower makes 
a request for UP; 

• After the servicer mails the FPN even if the servicer requires the borrower to be in receipt 
of up to three months of unemployment benefits before commencement of the 
forbearance plan; 

• During the initial UP forbearance plan or any extension thereof; and 

• Following the UP forbearance plan while the borrower is being evaluated for or 
participating in HAMP or HAFA. 

In addition, servicers are reminded of the solicitation and foreclosure provisions in Supplemental 
Directive 10-02. 

Reporting Requirements 

During the UP forbearance plan, servicers are required to provide monthly UP forbearance plan 
summary level data to Fannie Mae, in its capacity as program administrator, A list of the 
required summary level data, which may be updated periodically on www.HMPadmin.com, is 
listed in Exhibit A. The data submitted must be accurate, complete, timely, and agree with the 
servicer’s records. 

As discussed previously, a borrower in an active HAMP trial period plan is eligible for an UP 
forbearance plan. However, a borrower may not simultaneously be in a HAMP trial period plan 
and an UP forbearance plan. Active trial period plans must be canceled in the Treasury system 
of record in the month in which the UP forbearance plan becomes effective. Thirty days prior to 
the expiration of the UP forbearance plan or when the borrower becomes re-employed, eligible 
borrowers may transition from an UP forbearance plan into a HAMP trial. Servicers are required 
to provide loan level reporting at the following key transition milestones: 

• Exit from HAMP trial period plan to an UP forbearance plan - Servicers are required to 
submit applicable data pursuant to Supplemental Directive 09-06 including a Trial 
Fallout Reason Code indicating that the borrower is entering into an UP forbearance plan. 

• Transition from an UP forbearance plan to HAMP Trial - If the borrower transitions from 
an UP forbearance plan into a HAMP trial period plan, servicers are required to submit a 
HAMP trial set up transaction with attributes indicating that the bon'ower had an UP 
forbearance plan. 

Changes to several data reporting attributes under HAMP are required to enable servicers to 
report an exit from HAMP to an UP forbearance plan and a transition from an UP forbearance 
plan to a HAMP trial period plan. All UP forbearance plan reporting requirements and any 
updates will be posted on the servicer web portal at www.HMPadmin.com , 
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Credit Reporting 

The servicer should continue to report a “full-file” status report to the four major credit 
repositories for each loan in a UP forbearance plan in accordance with the Fair Credit Reporting 
Act and credit bureau requirements as provided by the Consumer Data Industry Association (the 
“CDIA”), 

Compliance 

Freddie Mac is Treasury’s compliance agent for HAMP. Supplemental Directive 09-01 
describes the overall roles and responsibilities of both servicers and the compliance agent in 
performing servicer reviews and oversight, which are unchanged by this Supplemental Directive. 
As compliance agent, Freddie Mac will incorporate an evaluation of UP implementation, 
processes, and controls into its servicer reviews. It is anticipated that the compliance agent will 
require a copy of servicers’ written policies and procedures in addition to other information 
which may be requested from the compliance agent to perform its compliance reviews. 

Documentation Requirements 

Servicers are required to maintain appropriate documentary evidence of their HAMP-related 
activities, and to provide that documentary evidence upon request to Freddie Mao as the 
Compliance Agent for Treasury. With respect to UP forbearance plans, documentation that 
should be maintained by the servicer includes, but is not limited to, the following: 

• Written policies and procedures relating to UP forbearance plans, including: 

o Determining eligibility for the program including: unemployment status, any 
requirement for receipt of unemployment benefits prior to commencement of the 
forbearance period, duration and status of unemployment benefits; waiver of the 
31 percent mortgage payment ratio threshold, and forbearance term extension 
criteria; 

o Determining any borrower eligibility recertification and re-employment status; 
o Determining when an UP forbearance plan requires a payment and how the 
payment amount is determined; 

o Canceling any existing HAMP trial modifications determined to be eligible for an 
UP forbearance plan; and 

• The decision-making process when applying discretion or business judgment as outlined 
in this Supplemental Directive. 

For phone contact with borrowers related to UP forbearance plans, well-documented servicer 
system notes (including but not limited to date, names of contact persons, and a summary of the 
conversation) will constitute appropriate documentation. Written correspondence should be 
retained in an accessible manner and made available upon request by the Compliance Agent. 
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Exhibit A 

Monthly Survey Information 
For All Loans that Enter an UP Forbearance Plan 


Data Description 

Initiated in Current 
Month 

Cumulative 

1 . Active UP Forbearance Plans (FP) including any 
extensions 



2. Active UP FP by investor 

a, PLS 

b. Portfolio 



3. Active UP FP by Source 

a. New request 

b. Cancelled HAMP trial period plan 



4. UP FP Payments 

a. FP with no payment required 

b. FP with some payment required 

c. Average payment reduction (%) 



5 . Completed UP FP 

a. Ended as a result of Reemployment 

b. FP Term expired 

5(a) + 5(b) must equal total 



6. Disposition of Completed UP FP 

a. Hardship resolved through re- 
employment 

b. HAMP Trial offered 

c. Other mod offered 

d. Short Sale offered 

e. DIL offered 

f. Foreclosure pending 

g. Reinstatement 

h. Other 



7. Duration of Completed UP FP 

a. Average 

b. Segregation by term (optional) 

i. 3 months 

ii. >3-6 months 

iii. >6-9 months 

iv. > 9 months 



8. UP FP Cancelations as a result of non-payment 
or borrower non-compliance. 



9, UP FP by State (optional) 

A separate state chart will be provided for this 
reporting 



i Survey data may change 
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Exhibit B 
Model Clauses 


The model clauses in this exhibit provide sample language that may be used to communicate the 
status of a borrower’s request for the Home Affordable Unemployment Program. The model 
clauses are in addition to the existing model clauses provided in Supplemental Directive 09-08 
that relate to the Not Approved/Not Accepted reason codes in Schedule IV of Supplemental 
Directive 09-06. Use of the model clauses is optional; however, they illustrate a level of 
specificity that is deemed to be in compliance with language requirements of the program. 

Non Approval Notice 

1. Unemployment Program. We are unable to offer you a forbearance plan under the Home 
Affordable Unemployment Program because; 

CD As of the date of your request, you did not provide us with documentation that you are 
receiving or will receive unemployment benefits [insert only if applicable: for at least 
months]. 

[D As of the date of your request, your loan was delinquent by three or more monthly 
mortgage payments. 

[U Your total monthly mortgage payment is less than or equal to 3 1 percent of the household 
monthly gross income, including unemployment benefits. 
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Help for America’s Homeowners 

MAKING HOME AFFORDABLE 


Supplemental Directive 10-03 March 26, 2010 

Home Affordable Modification Program -Modifications of Loans 
Insured by the Federal Housing Administration (FHA) 


Background 

In Supplemental Directive 09-01, the Treasury Department (Treasury) announced the eligibility, 
underwriting and servicing requirements for the Home Affordable Modification Program 
(HAMP). Under HAMP, servicers apply a uniform loan modification process to provide eligible 
borrowers with sustainable monthly payments for their first lien mortgage loans. At that time, 
loans insured, guaranteed or held by a federal government agency such as the Federal Housing 
Administration (FHA) were addressed as potentially eligible for modification under HAMP. 

In July 2009, FHA launched the FHA-Home Affordable Modification Program (FHA-HAMP) to 
provide additional assistance to borrowers with FHA insured loans who are unable to meet their 
mortgages payments through FHA’s Mortgagee Letter 2009-23. Similar to the Treasury 
program, FHA-HAMP provides borrowers with an affordable monthly payment equal to 31 
percent of their gross monthly income and requires the borrower to complete a three-month trial 
payment plan before the loan is permanently modified. The effective date of FHA-HAMP was 
August 15, 2009. 

This Supplemental Directive provides guidance for pay-for-performance compensation for 
borrowers and pay-for-success compensation to servicers from Treasury for FHA insured first 
lien mortgages that are not owned or guaranteed by Fannie Mae or Freddie Mac (Non-GSE 
Mortgages) that are modified under FHA-HAMP on or after August 15, 2009 (Treasury FHA- 
HAMP). Servicers of FHA mortgage loans that are owned or guaranteed by Fannie Mae or 
Freddie Mae should refer to relevant guidance issued by the applicable GSE. 

This Supplemental Directive covers the following topics: 

• Eligibility and Underwriting 

• Participation and Incentive Compensation 

• Data Collection and Reporting 

• Compliance 
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Eligibility and Underwriting 

The guidance in ML 2009-23, including any attachments and Questions and Answers, and 
Mortgagee Letters 2009-35, 2009-39, 2010-04 and 2010-11 are incoiporated by reference into 
this Supplemental Directive. Seiyicers should consult only these Mortgagee Letters and other 
existing or future guidance issued by FHA for requirements related to eligibility, underwriting 
and administration of FHA-HAMP (hereafter referred to as FHA-HAMP Mortgagee Letters) 
with the exception of the specific requirements of Treasury FHA-HAMP. In addition to any 
guidance provided by FHA, to be eligible for Treasury FHA-HAMP, the first lien mortgage loan 
must have been originated on or before January 1, 2009 and the servicer must be in receipt of the 
borrower’s first trial payment by December 31, 2012. 

Participation and Incentive Compensation 

Under Treasury FHA-HAMP, a servicer must execute a Servicer Participation Agreement (SPA) 
and related documents with Fannie Mae in its capacity as financial agent for the United States (as 
designated by Treasury) on or before October 3, 2010. Servicers that have previously executed a 
HAMP SPA will be required to execute an Amended and Restated SPA or an additional Service 
Schedule that includes Treasury FHA-HAMP, as applicable. 

Incentive Compensation , 

No incentives of any kind will be paid if (i) the servicer has not executed the SPA, (ii) the 
borrower does not meet the basic eligibility qualifications for FHA-HAMP and Treasury FHA- 
HAMP, or (iii) the borrower is no longer in good standing under the program. 

Servicer Pay-for-Success Compensation 

If a borrower’s monthly mortgage payment (principal, interest, taxes, all related property 
insurance and homeowner’s or condominium association fees and mortgage insurance) is 
reduced through FHA-HAMP by six percent or more, a servicer will be eligible to receive an 
annual “pay for success” fee for a period of three years. The fee will be equal to the lesser of: 
(i) $1,000 ($83.33/month), or (ii) one-half of the reduction in the borrower’s armualized monthly 
payment. The “pay for success” fee will accrue monthly and be payable annually for each of the 
first three years in the month of the anniversary of the first trial payment due date. 

Borrower Pay-for-Performance Compensation 

If a borrower’s monthly mortgage payment (principal, interest, taxes, all related property 
insurance and homeowner’s or condominium association fees and mortgage insurance) is 
reduced through FHA-HAMP by six percent or more, the borrower is eligible for annual “pay for 
performance” principal balance reduction payment equal to the lesser of: (i) $1,000 
($83. 33/month), or (ii) one-half of the reduction in the borrower’s armualized monthly payment 
for each month a timely payment is made for up to five years. The “pay for performance” 
principal balance reduction payment will accrue monthly as long as the borrower is current and 
makes his or her monthly payment on time (the payment is made by the last day of the month in 
which the payment is due), and will be applied annually for each of the first five years in the 
month of the anniversary of the first trial payment due date. This payment will be paid to the 
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mortgage servicer to be applied first towards reducing the interest bearing unpaid principal 
balance on the mortgage loan and then to any principal forbearance amount (if applicable). 


Loss of Good Standing 

If, following a successful trial period, a borrower defaults on a loan modification executed under 
Treasury FHA-HAMP (three monthly payments are due and unpaid on the last day of the third 
month), the loan is no longer considered to be in “good standing.” Once lost, good standing 
cannot be restored even if the borrower subsequently cures the default. A loan that is not in good 
standing is not eligible to receive borrower or servicer incentives and reimbursements and these 
payments will no longer accrue for that mortgage. 

In the event a borrower defaults, the servicer must work with the borrower to cure the modified 
loan, or if that is not feasible, evaluate the borrower for any other available loss mitigation 
alternatives including pre-foreclosure short sales and deeds-in-lieu of foreclosure prior to 
commencing foreclosure proceedings. The servicer must retain documentation of its 
consideration of the boirower for other loss mitigation alternatives. 

Program Participation Cap 

The amount of funds available to pay servicer and borrower compensation in connection with 
each servicer’s Treasury FHA-HAMP modifications will be capped pursuant to each servicer’s 
SPA (Program Participation Cap). Treasury will establish each servicer’s initial Program 
Participation Cap by estimating the number of FHA-HAMP modifications expected to be 
performed by each servicer during the term of this program. The Program Participation Cap 
could be adjusted based on Treasury’s full book analysis of the servicer’s loans. 

The funds remaining available for a servicer’s modifications under that servicer’s Program 
Participation Cap will be reduced by amounts paid for the maximum amount of compensation 
payments potentially payable with respect to each FHA-HAMP modification upon the 
modification becoming effective. In the event the compensation actually paid with respect to a 
Treasury FHA-HAMP modification is less than the maximum amount of compensation 
payments potentially payable, the funds remaining available for a servicer’s modifications under 
Treasury FHA-HAMP will be increased by the difference between such amounts. 

Treasury may, from time to time and in its sole discretion, revise a servicer’s Program 
Participation Cap. Fannie Mae will provide written notification to a servicer of all changes made 
to the servicer’s Program Participation Cap. Once a servicer’s Program Participation Cap is 
reached, a servicer may continue to modify FHA loans in accordance with FHA guidelines; 
however, no payments will be made by Treasuiy. If the servicer is also participating in HAMP 
for non-FHA loans or other programs where Treasuiy incentives are capped, the Treasuiy FHA- 
HAMP Program Participation Cap will be added to the servicer’s existing Program Participation 
Cap and will be fungible between the programs. 

Data Collection and Reporting 

Each servicer will be required to register with Fannie Mae to participate in Treasuiy FHA- 
HAMP. Fannie Mae will provide a Treasury FHA-HAMP Registration Form to facilitate 
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registration. In addition, servicers will be required to provide periodic Treasury FHA-HAMP 
loan level data to Fannie Mae using the Treasury system of record. The data must be accurate, 
complete, and in agreement with the servicer’s records. Data should be reported by a servicer at 
the start of the modification trial period, during the modification trial period, at loan set up of the 
permanent modification and monthly after the modification is set up. The HAMP Data 
Dictionaries, accessible on the servicer web portal, www.hmpadmin.com , provide details of all 
the data fields that must be reported for HAMP. For Treasury FHA-HAMP, servicers will be 
required to report the majority of the data fields in the HAMP Data Dictionaries. However, 
certain data fields do not apply or the values will be modified to accommodate FHA loans. 
Exhibit A provides the list of data fields in the HAMP Data Dictionaries that are modified, not 
applicable or new for Treasury FHA-HAMP. 

A reporting and payment process for Treasury FHA-HAMP will be available in 2010. In 
addition, a new Data Dictionary for Treasury FHA-HAMP will be available on 
www.hmpadmin.com prior to the reporting and payment process being deployed. Participating 
servicers should begin using the reporting process as soon as feasible upon notification of its 
availability, but in no event later than 60 days from notification of system availability. 

Incentive compensation will accrue as described above for all Treasury FHA-HAMP 
modifications. However, servicer and borrower incentive payments will be made only following 
implementation of the reporting and payment process and the servicer commencing reporting. 

Compliance 

FHA and Treasury have agreed that each will perform certain compliance activities for Treasury 
FHA-HAMP. FHA will: (i) validate that each FHA Loan modified under FHA-HAMP is an 
eligible mortgage loan under the eligibility criteria set forth herein and in FHA-HAMP 
Mortgagee Letters; (ii) establish a process to ensure that FHA loans submitted to the Treasury 
system of record are properly modified under each of FHA’s own proprietary modification 
program requirements and under Treasury FHA-HAMP requirements; (iii) notify Fannie Mae 
(acting as Treasury’s financial agent) if any FHA loans previously entered into the Treasury 
system of record are no longer valid under FHA-HAMP; and (iv) validate the submission of each 
such FHA loan to the HUD Single Family Default Monitoring System (SFDMS). In addition, 
FHA will assess each servicer’s compliance with all FHA-HAMP requirements, including such 
servicer’s internal control program. 

In its role as compliance agent for Treasury, Freddie Mac wilt perfomi, using statistical or non- 
statistical sampling as appropriate, in consultation with Treasury, the following compliance 
activities with respect to Treasury FHA-HAMP loans, using the Treasury system of record to 
determine the sample and as a basis for review: (A) review servicers’ cash records to determine 
if the related FHA-HAMP loan has been current for the appropriate period of time; if such FHA- 
HAMP loan has been current, then Freddie Mac shall: (i) calculate the six percent requirement 
for the servicer pay-for-success compensation and identify and report any discrepancies within 
the data in the Treasury system of record; (ii) compare results of the six percent calculation with 
Fannie Mae’s payment record for the servicer and identify and report any discrepancies; and (iii) 
determine if the borrower pay-for-performance compensation was appropriately applied to the 
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borrower’s loan balance; and (B) if such FHA-HAMP loan was not current, Freddie Mac will 
report that FHA loan as a discrepancy. 

Each servicer is required to develop, enforce and review on a quarterly basis for effectiveness an 
internal control program designed to: (i) ensure effective delivery of Services (as defined in the 
SPA) in connection with Treasury FHA-HAMP and compliance with applicable Treasury FHA- 
HAMP program documentation, including FHA-HAMP Mortgagee Letters and existing or future 
guidance issued by FHA for requirements related to eligibility, underwriting and administration 
of FHA-HAMP; (ii) effectively monitor and detect mortgage loan modification fraud; and (iii) 
effectively monitor compliance with applicable consumer protection and fair lending laws. The 
internal control program must include documentation of the control objectives for Treasury 
FHA-HAMP activities, the associated control techniques, and mechanisms for testing and 
validating the controls. 

Each servicer is required to develop and execute a quality assurance program that includes either 
a statistically based (with a 95 percent confidence level) or a ten percent stratified sample of 
mortgage loans modified, drawn within 30-45 days of final modification and reported on within 
30-45 days of review. 

Each servicer is also required to provide FHA with access to all internal control reviews and 
reports that relate in whole or in part to modifications under FHA-HAMP performed by it and 
any external parties or consultants hired by such FHA Servicer to enable FHA to fulfill its 
compliance duties. 
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Exhibit A - Modified, Not Applicable and New Data Fields for Treasury FHA-HAMP 

The data field descriptions in the table below refer to die corresponding reference identifiers in the 
HAMP Data Dictionary or HAMP Supplemental Directive 09-06 Data Dictionary. 


Data Dictionary 

Data Field Descriptions 

1 

HAMP Data 
Dictionary 

Modified Fields 

• DDIO - Program Type/Campaign ID; Add a new 
value for FHA loans 

• DD68 - Escrow Payment Before Modification: 
Mortgage insurance should be included for FHA 
loans 

• DD30 - Attorney Fees Not in Escrow 

DD69 - Escrow Shortage for Advances 

DD124 -Other Advances; 

These values should be 0 for FHA loans 

• DDl 13 - Monthly Housing Expense Before 
Modification; Mortgage insurance should be included 
for FHA loans 

• DD142 - Product Before Modification: only the 
enumerations 1-ARM and 2 - Fixed apply to FHA 
loans 

• DD67 - Escrow Payment After Modification; 

Mortgage insurance should be included for FHA 
loans 

• DD 1 1 2 - Montldy Housing Expense After 
Modification: Mortgage insurance should be included 
for FHA loans 

• DD 1 3 6 - Principal Forbearance Amount: This field 
could be used to communicate tlie amount of the 
partial claim for FHA loans 

New Data Required 

• FHA Servicer Number, FHA Case Number And FHA 
Partial Claim Amount will be collected; data fields 
will be defined as part of reporting and payment 
process system design and build 

Fields Not Required 
for FHA Loans 

• DDl 19 -NPV bate 

• DD 1 2 1 - NPV Model Result Amount Pre-mod 

• DDl 20 - NPV Model Result Amount Post-mod 

• DD134 - Principal and Interest Payment at 38% DTI 

• DD146- Property Condition Code 

• DDI57-Property Valuation As is Value 

• DD 1 58 - Property Valuation Date 

• DDl 59 - Property Valuation Method 
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r>ata Dictionary 

Data Fleltl Descriptions 




• DD205 - Step - Interest Rate Step Number 

• DD208 - Step - Payment Effective Date 

• DD206 - Step - Note Rate 

• DD209 - Step - New Interest Rate - Step Duration 

• DD207 - Step - Principal and Interest Payment 

2 

HAMP 
Supplemental 
Directive 09-06 
Data Dictionary 

Schedule I - 
Identifying Info 

• All fields are required except for the following; 

DD34 “ Borrower Credit Score 

DD52 - Co-Borrower Credit Score 

DD122 - NPV Model Type Code 

Schedule 11 - 
Government 

Monitoring 

• No changes for FHA loans 

Schedule III - 
NPV Model Inputs 

• This data schedule is not required for FHA loans 

Schedule IV- 
Reason Code 

• DD217-TrialFaI!outReasonCode: Ofthe 14 
allowable values, only the enumerations 1 - 
Ineligible Mortgage and 14 - Trial Plan Default 

• DD2 1 8 - Trial Not Approved/Not Accepted Reason 
Code: This field is not required for FHA loans 
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Help for America’s Homeowners 

MAKING HOME AFFORDABLE 


Supplemental Directive 1 0-02 March 24, 2010 

Home Affordable Modification Program - Borrower Outreach and 
Communication 

Background 

In Supplemental Directive 09-01, the Treasury Department (Treasury) announced the eligibility, 
underwriting and servicing requirements for the Home Affordable Modification Program 
(HAMP). Under HAMP, servicers apply a uniform loan modification process to provide eligible 
borrowers with sustainable monthly payments for their first lien mortgage loans. This 
Supplemental Directive represents an ongoing effort to improve program effectiveness by 
amending policies and procedures related to borrower outreach and communication, especially 
with respect to the initiation and continuation of foreclosure actions and extending HAMP 
benefits to borrowers who have filed for bankruptcy court protection. These changes become 
effective on June 1, 2010. The changes set forth herein do not abridge a servicer’s ability to 
service delinquent loans in accordance with industry standards. 

The significant changes described in this Supplemental Directive include: 

• Clarification of the requirement to solicit proactively all borrowers whose first mortgage 
loans are potentially eligible for HAMP and who have two or more payments due and 
unpaid. Reasonable solicitation efforts are defined. 

• Prohibition against referral to foreclosure until either: (i) a borrower has been evaluated 
and determined to be ineligible for HAMP; or (ii) reasonable solicitation efforts have 
failed. 

• A requirement that a servicer, in certain specific circumstances, allow a 30-day borrower 
response period following issuance of a Non-Approval Notice before a foreclosure sale 
may be conducted. 

• A requirement that a servicer provide a written certification to the foreclosure attorney or 
trustee stating that a borrower is not HAMP-eligible before a foreclosure sale may be 
conducted. 

• A requirement that servicers must consider borrowers in active bankruptcy for HAMP if 
a request is received from the borrower, borrower’s counsel or bankruptcy trustee. 

• Clarification of the requirement that servicers use reasonable efforts to obtain approval 
from investors to participate in HAMP. 
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This Supplemental Directive provides guidance to servicers of first lien mortgage loans that are 
not owned or guaranteed by Fannie Mae or Freddie Mac (Non-GSE Mortgages). Servicers of 
first lien mortgage loans that are owned or guaranteed by Fannie Mae or Freddie Mac should 
refer to the related HAMP guidelines issued by the applicable GSE, 

Borrower Communication 


Borrower Solicitation 

Each servicer must have clear and comprehensive internal written policies for identification and 
solicitation of borrowers who are potentially eligible for HAMP based on information in the 
servicer’s possession. These procedures should follow investor guidelines and comply with all 
contractual restrictions and with applicable laws, rules and regulations, including, but not limited 
to, the Fair Debt Collection Practices Act. 

Servicers must pre-screen all first lien mortgage loans where two or more payments are due and 
unpaid to determine if they meet the basic criteria for consideration under HAMP (one-to-four 
unit residential property, occupied by the borrower as his or her principal residence, not vacant 
or condemned, originated on or before January 1, 2009, unpaid principal balance does not exceed 
$729,750’ and not previously modified under HAMP). Servicers must proactively solicit for 
HAMP any borrower whose loan passes this pre-screen, unless the servicer has documented that 
the investor is not willing to participate in HAMP pursuant to the “Investor Solicitation” section 
of this Supplemental Directive. 

Solicitation must include written communication clearly describing HAMP. Use of the form of 
solicitation letter available on www.HMPadmin.com shall satisfy this requirement. The 
servicer’s HAMP solicitation may also identify other options potentially available to help the 
borrower cure the delinquency and retain homeownership. A servicer is deemed to have made a 
“Reasonable Effort” to solicit a boiTower if over a period of at least 30 calendar days: (1) the 
servicer makes a minimum of four telephone calls to the last known phone numbers of record, at 
different times of the day; and (2) the servicer sends two written notices to the last address of 
record by sending one letter via certified/express mail or via overnight delivery service (such as 
Federal Express or UPS) with return receipt/delivery confirmation and one letter via regular 
mail. Any contact with eligible borrowers, whether by telephone, mail or otherwise, must (1) 
advise borrowers that they may be eligible for HAMP; (2) clearly describe the Initial Package 
required to be submitted by the borrower pursuant to Supplemental Directive 10-01 and state 
what other information the servicer needs to complete the HAMP analysis; (3) provide a toll-free 
telephone number through which the borrower can reach a servicer representative; and (4) 
identify any unique requirements the servicer may have established for submission of an Initial 
Package received later than 30 business days prior to a scheduled foreclosure sale date. All 
contact attempts must be documented in the servicing file. If the servicer has documentation 
evidencing that it satisfied the Reasonable Effort standard for HAMP prior to the effective date 
of this Supplemental Directive, re-solicitation of the borrower is not required. 


' Maximum loan limit for one unit dwelling. 2 units - $934,200; 3 units - $1,129,250; 4 units - $1,403,400. 
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Successful efforts by a servicer to communicate with the borrower or co-borrower about 
resolution of the delinquency are termed “right party contact” for purposes of this Supplemental 
Directive. If right party contact is established and the borrower expresses an interest in HAMP, 
the servicer must send a written communication to the borrower via regular or electronic mail 
that clearly describes the Initial Package required to be submitted by the borrower to request a 
HAMP modification. The communication should: 

• Describe the income evidence required to be evaluated for HAMP; 

• Provide the Request for Modification and Affidavit (RMA) (or other proprietary 
financial information form substantially similar in content to the RMA and, if necessary, 
a Hardship Affidavit); and 

• Include an Internal Revenue Service (IRS) Form 4506T-EZ (or IRS Form 4506-T, if 
necessary). 

The communication should also include clear language stating that during the HAMP evaluation 
the home will not: (i) be referred to foreclosure; or (ii) be sold at a foreclosure sale if the 
foreclosure process has already been initiated. In the communication, the servicer must include 
a specific date by which the Initial Package must be returned, which must be no less than 15 
calendar days from the date of the communication. Electronic mail for this puipose may only be 
sent to an email address provided by the borrower when right party contact was made. Such 
email address must be documented in the seivicing file. 

If right party contact is established prior to satisfaction of the Reasonable Effort standard, the 
servicer must continue to take steps to satisfy the Reasonable Effort standard until the Initial 
Package is submitted by the borrower. 

If right party contact is established but the borrower does not submit an Initial Package, the 
servicer must resend the Initial Package communication. Again, the servicer must include a 
specific date by which the Initial Package must be' returned, which must be no less than 15 
calendar days from the date of the second communication. If the borrower does not respond by 
providing an Initial Package within the required time period set forth in the second 
communication, the servicer may determine the borrower to be ineligible for HAMP. 

If right party contact is established but the borrower submits an incomplete Initial Package 
within the required time period, the servicer must comply with the Incomplete Information 
Notice requirements set forth in Supplemental Directive 10-01. If the borrower does not respond 
to either the 30-day Incomplete Information Notice or the 1 5-day Incomplete Information Notice 
by providing a complete Initial Package within the required time period, the servicer may 
determine the bomower to be ineligible for HAMP. 

The servicer is not required to send an Initial Package if, as a result of discussions with the 
bon'ower, the servicer determines that the borrower does not meet the basic eligibility criteria for 
HAMP as described in Supplemental Directive 09-01, or the seivicer determines that the 
boiTower’s monthly mortgage obligation (including principal interest, taxes, insurance and 
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homeowner’s association fee, if applicable) is substantially less than 3 1 % of the borrower’s gross 
monthly income. Such decision must be documented in the applicable servicing file. 

Other Borrower Communication 

As set forth in Supplemental Directives 09-07 and 10-01, servicers must acknowledge the Initial 
Package within 10 business days of receipt through a written communication to the borrower that 
includes a description of the servicer’s evaluation process and timeline. Additionally, the 
communication must include clear language that states that dining the HAMP evaluation the 
home will not: (i) be referred to foreclosure; or (ii) be sold at a foreclosure sale if the foreclosure 
process has already been initiated. If the Initial Package is received from the borrower via email, 
the servicer may email the acknowledgement to the same email address from which the Initial 
Package was received or other email address designated by the borrower in the Initial Package. 

Servicer communications should provide the borrower with clear written information designed to 
help the borrower understand the modification process in accordance with Supplemental 
Directive 09-01. These communications must provide a toll-free telephone number where the 
borrower can reach a representative of the servicer capable of providing specific details about the 
HAMP modification process. The hours of operation for the toll-free telephone number should 
be listed. 

Servicers must have adequate staffing, written procedures, resources and facilities for receipt, 
management, retention and retrieval of borrower documents to ensure that borrowers are not 
required to submit multiple copies of documents. Servicers must accept the RMA and other 
required verification documents submitted on behalf of borrowers by HUD-approved housing 
counseling agencies, non-profit consumer advocacy organizations, legal guardians, powers of 
attorney or legal counsel when the borrower has provided written authorization or provides 
written authorization contemporaneously with the submission of the RMA. The borrower is 
considered to have provided written authorization if a copy of the power of attorney, order of 
guardianship, or other legal papers authorizing the third party to act on behalf of the bon'ower are 
provided. Written authorization may be supplanted by the legal documents authorizing a third 
party to act more generally on behalf of the borrower in cases of disability or borrowers 
unavailable due to active duty military service. 

Servicers must have written procedures and personnel in place to provide timely and appropriate 
responses to borrower inquiries and complaints in connection with HAMP within the timelines 
specified in this and previous Supplemental Directives. These procedures must include a process 
through which borrowers may escalate disagreements to a supeivisory level, where a separate 
review of the borrower’s eligibility or qualification can be performed. 

Foreclosure Actions 


The following guidance replaces in its entirety the guidance set forth on page 14 of Supplemental 
Directive 09-01 under the heading “Temporary Suspension of Foreclosure Proceedings”. 
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Prohibition on Referral and Sale 

A servicer may not refer any loan to foreclosure or conduct a scheduled foreclosure sale unless 
and until at least one of the following circumstances exists: 

• The borrower is evaluated for HAMP and is determined to be ineligible for the program; 
or 

• The borrower is offered a trial period plan, but fails to make a trial period payment by 
the last day of the month in which such payment is due; or 

• The servicer has established right party contact, has sent at least two written requests 
asking the borrower to supply required information in accordance with this Supplemental 
Directive and has otherwise satisfied the Reasonable Effort solicitation standard, and the 
borrower failed to respond by the dates indicated in those requests; or 

• The servicer has satisfied the Reasonable Effort solicitation standard without 
establishing right party contact; or 

• The borrower or co-borrower states he or she is not interested in pursuing a HAMP 
modification and such statement is reflected by the servicer in their servicing system, 

Borrower Response Period 

Supplemental Directive 09-08 describes circumstances in which a written Non-Approval Notice 
must be provided to borrowers who have not been approved for HAMP. The servicer may not 
conduct a foreclosure sale within the 30 calendar days after the date of a Non-Approval Notice or 
any longer period required to review supplemental material provided by the borrower in response 
to a Non-Approval Notice unless the reason for non-approval is (1) ineligible mortgage, 
(2) ineligible property, (3) offer not accepted by boiTower/request withdrawn or (4) the loan was 
previously modified under HAMP. 

A model clause describing these rights is attached as Exhibit A. Use of the model clause is 
optional; however, it illustrates the level of specificity that is deemed to be in compliance with 
the language requirements of this Supplemental Directive. 

Halt of Existing Foreclosure Actions During a Trial Period Based on Verified Income 

With respect to a borrower who submits a request for HAMP consideration after a loan has been 
referred to foreclosure, the servicer shall, immediately upon the borrower’s acceptance of a trial 
period plan based on verified income as described in Supplemental Directive 10-01 and for the 
duration of the trial period, take those actions within its authority that are necessaiy to halt 
further activity and events in the foreclosure process, whether judicial or non-judicial, including 
but not limited to refraining from scheduling a sale or causing a judgment to be entered. 

The servicer shall not be in violation of this instraction to the extent that: (a) a court witli 
jurisdiction over the foreclosure proceeding (if any), or the bantauptcy court in a bankruptcy 
case, or the public official charged with carrying out the activity or event, fails or refuses to halt 
some or all activities or events in the matter after the seivicer has made reasonable efforts to 
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move the court or request the public official for a cessation of the activity or event; (b) the 
servicer must take some action to protect the interests of the owner, investor, guarantor or 
servicer of the loan in response to action taken by the borrower or other parties in the foreclosure 
process; or (c) there is not sufficient time following the borrower’s acceptance of the trial period 
plan for the servicer to halt the activity or event, provided that in no event shall the servicer 
permit a sale to go forward. The servicer must document in the servicing file if any of the 
foregoing exceptions to the requirement to halt an existing foreclosure action are applicable. 

Deadline for Suspension of Foreclosure Sales 

When a borrower submits a request for HAMP consideration after a foreclosure sale date has 
been scheduled and the request is received no later than midnight of the seventh business day 
prior to the foreclosure sale date (the “Deadline”), the servicer must suspend the sale as 
necessary to evaluate the borrower for HAMP. Servicers are not required to suspend a 
foreclosure sale when: (1) a request for HAMP consideration is received after the Deadline; (2) 
a borrower received a HAMP modification and lost good standing; (3) a borrower received a 
HAMP offer and failed to make one or more payments under the trial period plan by the last day 
of the month in which it was due; or (4) a borrower was evaluated based upon an Initial Package 
and determined to be ineligible under HAMP requirements. 

The servicer shall not be in violation of this instruction to the extent that a court with jurisdiction 
over the foreclosure proceeding (if any), or the bankruptcy court in a bankruptcy case, or the 
public official charged with carrying out the activity or event, fails or refuses to halt the sale after 
the servicer has made reasonable efforts to move the court or request the public official for a 
cessation of the sale. The servicer must document in the servicing file if the foregoing exception 
to the requirement to suspend an existing foreclosure sale is applicable. 

A borrower will be deemed to have requested consideration for HAMP when a complete Initial 
Package (i.e., RMA, Form 4506T-EZ, required evidence of income) is received by the servicer 
or its foreclosure attomey/tmstee prior to the Deadline. However, the servicer may establish 
additional requirements for requests received later than 30 calendar days prior to a scheduled 
foreclosure sale date, including, for example, a requirement that a complete Initial Package be 
delivered through certified/express delivery mail with return receipt/delivery confirmation to 
either the servicer or the foreclosure attomey/foreclosure trustee. These requirements must be 
posted on the seiwicer’s website and communicated to the borrower in writing in accordance with 
the Borrower Solicitation requirements of this Supplemental Directive or through other written 
communication. 

If the borrower contacts the servicer prior to the Deadline, the servicer must inform the borrower 
of the Deadline and any submission requirements. 

Mitigating Foreclosure Impact 

The seiwicer must take the following action to mitigate foreclosure impact: 

• Simultaneous Trial Period Plan and Foreclosure Explanation. When a borrower is 
simultaneously in foreclosure and is either being evaluated for HAMP or is in a trial 
period plan, the servicer must provide the borrower with a written notification that 
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explains, in clear language, the concurrent modification and foreclosure processes and 
that states that even though certain foreclosure activities may continue, the home will not 
be sold at a foreclosure sale while the borrower is being considered for HAMP or while 
the borrower is making payments under a trial period plan. Model language for this 
notification is attached as Exhibit B. Use of the model language is optional; however, it 
illustrates the level of specificity that is deemed to be in compliance with the language 
requirements of this Supplemental Directive. 

• Foreclosure Attorney/Trustee Communication. Servicers must develop and 
implement written policies and procedures to provide notification to their foreclosure 
attomey/trustee regarding a borrower’s HAMP status, including whether the borrower is 
potentially eligible for HAMP (and is subject to the Borrower Solicitation requirements 
of this Supplemental Directive), and whether the borrower is being evaluated for, or is 
currently in, a HAMP trial period plan. Servicers must ensure that their foreclosure 
attomey/trustee adheres to all of the requirements of this Supplemental Directive with 
respect to referral to foreclosure, stay of foreclosure actions and suspension of 
foreclosure sales. 

• Certification Prior to Foreclosure Sale. Servicers must develop and implement written 
procedures applicable to all loans that are potentially eligible for HAMP (and are subject 
to the Bon'ower Solicitation requirements of this Supplemental Directive) that require the 
seivicer to provide to the foreclosure attomey/trustee a written certification that (i) one of 
the five circumstances under the “Prohibition on Referral and Sale” section of this 
Supplemental Directive exists, and (ii) all other available loss mitigation alternatives have 
been exhausted and a non-foreclosure outcome could not be reached. This certification 
must be provided no sooner than seven business days prior to the scheduled foreclosure 
sale date (the Deadline) or any extension thereof. 

Borrowers in Bankruptcy 

Boixowers in active Chapter 7 or Chapter 13 bankruptcy cases must be considered for HAMP if 
the borrower,^ borrower’s counsel or bankruptcy trustee submits a request to the servicer. With 
the bon'ower’s permission, a bankruptcy trustee may contact the servicer to request a HAMP 
modification. Servicers are not required to solicit these borrowers proactively for HAMP. 
Borrowers who are in a trial period plan and subsequently file for bankruptcy may not be denied 
a HAMP modification on the basis of the bankruptcy filing. The servicer and its counsel must 
work with the borrower or borrower’s counsel to obtain any court and/or trustee approvals 
required in accordance W'ith local court rules and procedures. Servicers should extend the trial 
period plan as necessary to accommodate delays in obtaining court approvals or receiving a full 
remittance of the borrower’s trial period payments when they are made to a trustee, but they are 
not required to extend the trial period beyond two months, resulting in a total five-month trial 


^ Where the borrower filed the bankruptcy pro se, (without an attorney), it is recommended that the servicer provide 
information relating to the availability of a HAMP modification to the borrower with a copy to the bankruptcy 
trustee. This communication should not imply that it is in any way an attempt to collect a debt. Servicers must 
consult their legal counsel for appropriate language. 
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period. In the event of a trial period extension, the borrower shall make a trial period payment 
for each month of the trial period, including any extension month. 

When a borrower in an active Chapter 13 bankruptcy is in a trial period plan and the borrower 
has made post-petition payments on the first lien mortgage in the amount required by the trial 
period plan, a servicer must not object to confirmation of a borrower’s Chapter 13 plan, move for 
relief from the automatic bankruptcy stay, or move for dismissal of the Chapter 13 case on the 
basis that the borrower paid only the amounts due under the trial period plan, as opposed to the 
non-modified mortgage payments. 

Borrowers who have received a Chapter 7 bankruptcy discharge in a case involving the first lien 
mortgage who did not reaffirm the mortgage debt under applicable law are eligible for HAMP. 
The following language must be inserted in Section 1 of the Home Affordable Modification 
Agreement; 

“I was discharged in a Chapter 7 bankmptcy proceeding subsequent to the 
execution of the Loan Documents. Based on this representation. Lender agrees 
that I will not have personal liability on the debt pursuant to this Agreement.” 

Substitution of Income Documents 

When a bomower is in an active Chapter 7 or Chapter 13 bankruptcy, the servicer may accept 
copies of the bankruptcy schedules and tax returns (if returns are required to be filed) in lieu of 
the RMA and Form 4506T-EZ, and may use this information to determine borrower eligibility 
(with the income documentation). Servicers should request the schedules and tax returns from 
the borrower, bon-ower’s counsel or bankruptcy court. If the bankruptcy schedules are greater 
than 90 days old as of the date that such schedules are received by the servicer, the borrower 
must provide updated evidence of income to determine HAMP eligibility. Additionally, either 
directly or through counsel, borrowers must provide a completed and executed Hardship 
Affidavit (or RMA). 

Waiver of Trial Period Plan 

Pending development of systems capability, and at the discretion of the servicer, borrowers in an 
active Chapter 13 bankruptcy who are determined to be eligible for HAMP may be converted to 
a permanent modification without completing a trial period plan if: 

• The bon'ower makes all post-petition payments on their first lien mortgage loan due prior 
to the effective date of the Home Affordable Modification Agreement, and at least three 
of those payments are equal to or greater than the proposed modified payment; 

• The modification is approved by the bankruptcy court, if required; and 

• The trial period plan waiver is pennitted by the applicable investor guidelines. 

When payments under a bankruptcy plan are used in lieu of a trial period in accordance with 
these guidelines, the servicer and borrower will be eligible to accrue “pay for success” and “pay 
for performance” incentives for the length of a standard HAMP trial period. 
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Changes to several data reporting attributes under HAMP will be required to enable servicers to 
report a bankruptcy plan in lieu of a HAMP trial period. Servicers should look for a full 
description and detail of the data attributes for bankruptcy reporting to be posted on 
www.HMPadmin.com. Servicers may not exercise this waiver authority until the data elements 
are posted and the system capability exists to support this policy change. 

Continued HAMP Eligibility 


Servicers are reminded of those situations when a borrower may seek reconsideration for a 
HAMP modification. As stated in Supplemental Directive 10-01, a borrower who has been 
evaluated for HAMP but does not meet the minimum eligibility criteria described in the “HAMP 
Eligibility” section of Supplemental Directive 09-01 or who meets the minimum eligibility 
criteria but is not qualified for HAMP by virtue of a negative NPV result, excessive forbearance 
or other financial reason, may request reconsideration for HAMP at any time prior to the 
Deadline if they experience a change in circumstance. In these cases, the servicer is obligated to 
consider the borrower’s request pursuant to its obligations under the Servicer Participation 
Agreement (SPA). 

A seivicer’s SPA obligation to offer the borrower a HAMP modification is considered satisfied, 
and the borrower is not eligible for a subsequent HAMP offer, if the borrower either (1) received 
a HAMP modification and lost good standing, or (2) the borrower received a HAMP offer and 
either failed to make one or more payments under trial period plan by the last day of the month 
in which it was due, or if applicable, failed to provide all required documents by the end of the 
trial period. 

Servicing Transfers of Loans in Foreclosure 

The servicer may transfer a loan free and clear of all HAMP-related obligations under the SPA if 
one of the five circumstances under the “Prohibition on Referral and Sale” section of this 
Supplemental Directive exists with respect to such loan, and any applicable response period has 
elapsed, unless a borrower with continued HAMP eligibility requests consideration prior to the 
effective date of the servicing transfer. Such loans are not required to be transferred pursuant to 
the form of Assignment and Assumption Agreement attached as Exhibit D to the Servicer 
Participation Agreement. Seivicers should refer to the “Transfers of Semoing” section of 
Supplemental Directive 09-01 for guidance regarding servicing transfers of loans modified 
pursuant to HAMP. 

Investor Solicitation 

Within 90 days of executing a Seivicer Participation Agreement (SPA), the servicer must review 
all servicing agreements to determine investor participation in the program. Within 30 days of 
identifying an investor as a non-participant, the servicer will contact the investor in writing at 
least once, encouraging the investor to permit modifications under HAMP. 
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Within 60 calendar days following the effective date of this Supplemental Directive, 
participating servicers must, if they have not already done so, provide to Fannie Mae, as 
Treasury’s Program Administrator: (1) the number of investors for whom it services loans; (2) a 
list of those investors who do not participate in HAMP; and (3) the number of loans serviced for 
each investor that does not participate in HAMP. Servicers that execute a SPA after the date of 
this Supplemental Directive must provide the investor participation list to Fannie Mae, as 
Treasury’s program administrator, within 120 days of SPA execution. 

Servicers are required to notify Fannie Mae, as Treasury’s Program Administrator, of changes to 
the Investor Participation List within 30 calendar days of any change. 

Documentation 

Servicers are required to maintain appropriate documentary evidence of their HAMP-related 
activities, and to provide that documentary evidence upon request to Freddie Mac as the 
Compliance Agent for Treasury. As Compliance Agent, Freddie Mac will incorporate the 
additional requirements articulated in this Supplemental Directive into its compliance program. 
Servicers must maintain documentation in well-documented servicer system notes or in loan files 
for all HAMP activities addressed in this Supplemental Directive, including, but not limited to, 
the following: 

• All HAMP related communications, whether verbal or written, with or to the borrower or 
tmsted advisor (including but not limited to the dates of communications, names of 
contact person(s), and a summary of the conversation), including any email 
correspondence to or from the borrower. 

• Pre-screening of loans for HAMP prior to referring any loan to foreclosure or conducting 
scheduled foreclosure sales. 

• Postponement of scheduled foreclosure sales in applicable scenarios. 

• Substitution of income documents for borrowers in active Chapter 7 or Chapter 13 
bankruptcy. 

• Waiver of the trial period plan for borrowers in active Chapter 1 3 bankruptcy. 

• Policies and procedures required by this Supplemental Directive. 

• Certification prior to foreclosure sale; 

• Evidence of assessment of investor willingness to participate in HAMP and any specific 
outreach to investors on either a portfolio or loan-by-loan basis, including copies of any 
contracts with investors relied upon in denying HAMP modifications. This should 
include, where applicable, documentation relating to specific parameters or limitations on 
participation required by investors for steps in the waterfall. 

• Evidence of receipt of the Initial Package from a borrower. 


Supplemental Directive 10-02 


411 


EXHIBIT A 

BORROWER RESPONSE PERIOD 


The model clause in this exhibit provides sample language that may be used to explain the 
borrower response period that exists after a borrower is issued a Non-Approval Notice unless the 
reason for non-approval is (1) ineligible mortgage, (2) ineligible property, (3) offer not accepted 
by borrower/request withdrawn or (4) the loan was previously modified under HAMP. Use of 
the model clause is optional; however, it illustrates a level of specificity that is deemed to be in 
compliance with language requirements of this Supplemental Directive. 

You have 30 calendar days from the date of this notice to contact [name of 
servicer] to discuss the reason for non-approval for a HAMP modification or to 
discuss alternative loss mitigation options that may be available to you. Your loan 
may be referred to foreclosure during this time, or any pending foreclosure action 
may continue. However, no foreclosure sale will be conducted and you will 
not lose your home during this 30-day period [or any longer period required for 
us to review supplemental material you may provide in response to this Notice]. 
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EXHIBIT B 

MODEL SIMULTANEOUS TRIAL PLAN-FORECLOSURE PROCESS EXPLANATION 


[Servicer Logo] 

[Date] 

[Name] 

[Address 1] 

[Address 2] 

Dear [borrower and co-borrower name(s)]: 

We are committed to helping you retain your home. That’s why we are currently evaluating your 
mortgage for eligibility in the Home Affordable Modification Program (“HAMP”) which would 
modify the terms of your loan and make your mortgage payments more affordable. Your loan 
has been previously referred to foreclosure and we will continue the foreclosure process while 
we evaluate your loan for HAMP. However, no foreclosure sale will be conducted and you 
will not lose your home during the HAMP evaluation. 

HAMP Eligibility 

. If you are eligible for HAMP, you will enter into a “trial period”. You will receive a Trial 
Period Plan Notice which will contain a new trial payment amount (this will temporarily 
replace your cuixent mortgage payment during the HAMP trial period). To accept the 
Trial Period Plan, you must make your first trial payment by the specified due date. Once 
you accept, we will halt the foreclosure process as long as you continue to make your 
required trial plan payments. 

• If you do not qualify for HAMP, or if you fail to comply with the terms of the Trial 
Period Plan, you will be sent a Non-Approval Notice. In most cases, you will have 30 
days to review the reason for non-approval and contact us to discuss any concerns you 
may have. During this 30-day review period, we may continue with the pending 
foreclosure action, but no foreclosure sale will be conducted and you will not lose 
your home. 

Important — ^Do not ignore any foreclosure notices. 

The HAMP evaluation and the process of foreclosure may proceed at the same time. You may 
receive foreclosure/eviction notices - delivered by mail or in person - or you may see steps being 
taken to proceed with a foreclosure sale of your home. While you will not lose your home during 
the HAMP evaluation, to protect your rights under applicable foreclosure law, you may need to 
respond to these foreclosure notices or take other actions. If you have any questions about the 
foreclosure process and the evaluation of your HAMP request, contact us at 
[XXX.XXX.XXXX], If you do not understand the legal consequences of the foreclosure, you are 
also encouraged to contact a lawyer or housing counselor for assistance. 
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Questions 

Call XXX.XXX.XXXX if you cannot afford to make your tiial period payments, but want to 
remain in your home. Or if you have decided to leave your home, contact us — ^we have other 
options that may be able to help you avoid foreclosure. Additionally, if you have any questions 
about the foreclosure (or other legal notices that you receive), please call us for assistance. You 
can also call the Homeowner’s HOPE™ Hotline at 1 -888-995-HOPE (4673) if you need further 
counseling. They offer free HUD-certified counseling services in English and Spanish, and can 
help answer any questions you have. 

Sincerely, 

[Servicer Contact Person Name] 

[Servicer Contact Person Title] 

[Servicer Name] 
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Help for America’s Homeowners 

MAKING HOME AFFORDABLE 


Supplemental Directive 10-01 January 28, 2010 

Home Affordable Modification Program - Program Update and 
Resolution of Active Trial Modifications 

Background 

In Supplemental Directive 09-01, the Treasury Department (Treasury) announced the eligibility, 
underwriting and servicing requirements for the Home Affordable Modification Program 
(HAMP), Under HAMP, servicers apply a uniform loan modification process to provide eligible 
borrowers with sustainable monthly payments for their first lien mortgage loans. This 
Supplemental Directive amends key features of the program. A significant program change is a 
requirement for full verification of borrower eligibility prior to offering a trial period plan. 
Effective for all HAMP trial period plans with effective dates on or after June 1, 2010, a servicer 
may only offer a borrower a trial period plan based on verified income documentation in 
accordance with this Supplemental Directive. 

This Supplemental Directive also provides guidance to assist servicers in making HAMP 
eligibility determinations for borrowers currently in active trial period plans, including those 
borrowers subject to the temporary review period required by Supplemental Directive 09-10. 

This Supplemental Directive provides guidance to servicers of first mortgage loans that are not 
owned or guaranteed by Fannie Mae or Freddie Mac (Non-GSE Mortgages). Servicers of first 
mortgage loans that are owned or guaranteed by Faimie Mae or Freddie Mac should refer to the 
related HAMP guidelines issued by the applicable GSE. 

Requesting Consideration for Modification 

Supplemental Directive 09-01 gave servicers the option of placing a borrower into a trial period 
plan based on verbal financial information obtained from the borrower, subject to later 
verification during the trial period. Effective for all trial period plans with effective dates on or 
after June 1, 2010, a servicer may evaluate a borrower for HAMP only after the servicer receives 
the following documents, subsequently referred to as the “Initial Package”. The Initial Package 
includes: 

• Request for Modification and Affidavit (RMA) Form, 

• IRSForm4506-Tor4506T-EZ,and 

• Evidence of Income 

Request for Modification and Affidavit (RMA) Form 

The RMA Form provides the servicer with borrower and co-borrower financial information 
including the cause of the bon'ower’s hardship. The financial information and hardship sections 
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of the RMA must be completed and executed by the borrower and, if applicable, the co- 
borrower. The RMA also solicits data related to the race, ethnicity and gender of the borrower 
and co-borrower, referred to as Government Monitoring Data (GMD). The borrower and co- 
borrower are not required to provide GMD, Servicers may not refuse to accept an RMA because 
the borrower or co-borrower did not complete this section. The RMA is available to servicers on 
www.HMPadmin.com . 

Servicers may require use of the RMA by all borrowers requesting consideration for HAMP or 
may continue to use other proprietary financial information forms that are substantially similar in 
content to the RMA. When provided by or on behalf of the borrower, the RMA form must be 
accepted by servicers in lieu of any servicer specific form(s). When the RMA is not used, 
servicers must obtain an executed MHA Hardship Affidavit, a standalone version of which is 
available on www.HMPadmin.com . Servicers may also incorporate all of the information on this 
standalone affidavit into their own form. Throughout this Supplemental Directive, the term 
RMA is used to indicate both the HAMP RMA form and servicer proprietary forms substituted 
for the RMA. 

IRS Form 4506-T/4506T-EZ 

All borrowers must provide a signed and completed IRS 4506-T/4506T-EZ (Request for 
Transcript of Tax Return),' While either form is acceptable, use of Form 4506T-EZ is 
encouraged because of its relative simplicity. Both forms are available on 
www.HMPadmin.com . Borrowers may access Form 4506T-EZ in either English or Spanish on 
www.MakingHomeAffordable.uov . After completion, the boirower must print, sign and send 
the form to his or her servicer. 

Evidence of Income 

The Initial Package must also include the borrower’s income verification documentation 
described in the “Borrower Income/Asset Documentation and Verification of Eligibility” section 
of this Supplemental Directive, The income evidence and financial information provided by the 
borrower may not be more than 90 days old as of the date the Initial Package is received by the 
servicer. 

Acknowledgment and Review of Initial Package 

Within 10 business days following receipt of an Initial Package, the servicer must acknowledge 
in writing the borrower’s request for HAMP participation by sending the borrower confirmation 
that the Initial Package was received, and a description of the servicer’s evaluation process and 
timeline. If the Initial Package is received from the borrower via e-mail, the servicer may e-mail 
the acknowledgment. Servicers must maintain evidence of the date of receipt of the borrower’s 
Initial Package in its records. 


' IRS Form 4506T-EZ may not be applicable to borrowers that do not file federal income tax returns on a calendar 
year basis, borrowers that do not file federal income tax returns using Form 1040 and borrowers that have not filed a 
federal income tax return. Servicers should obtain a signed and completed IRS Form 4506-T from these borrowers. 
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Within 30 calendar days from the date an Initial Package is received, the servicer must review 
the documentation provided by the borrower for completeness. If the documentation is 
incomplete, the servicer must send the borrower an Incomplete Information Notice in accordance 
with the guidance set forth in the “Incomplete Information Notice” section below. If the 
borrower’s documentation is complete, the servicer must either: 

• Send the borrower a Trial Period Plan Notice; or 

• Make a determination that the borrower is not eligible for HAMP and communicate this 
determination to the borrower in accordance with the Borrower Notice guidance provided 
in Supplemental Directive 09-08. 

A single written communication sent within 10 days of receipt of a borrower’s request for 
HAMP participation may also include, at the servicer’s discretion, the results of its review of the 
Initial Package. Servicers are reminded that Supplemental Directive 09-01 generally prohibits 
servicers from proceeding with a foreclosure sale for any potentially eligible mortgage loan until 
the borrower has been evaluated for eligibility under HAMP and has been determined to be 
ineligible or has declined a trial period plan offer. 

Incomplete Information Notice 

If the servicer receives an incomplete Initial Package or needs additional documentation to verify 
the borrower’s eligibility and income, the servicer must send the borrower an Incomplete 
Information Notice that lists the additional required verification documentation. The Incomplete 
Information Notice must include a specific date by which the documentation must be received, 
which must be no less than 30 calendar days from the date of the notice. If the documents are 
not received by the date specified in the notice, the servicer must make one additional attempt to 
contact the borrower in writing regarding the incomplete documents. This additional notice must 
include the specific date by which the documentation must be received, which must be no less 
than 15 calendar days from the date of the second notice. If a borrower is unresponsive to these 
requests for documentation the servicer may discontinue document collection efforts and 
detemiine the borrower to be ineligible for HAMP. If the borrower is determined to be ineligible 
for HAMP, the servicer must communicate this determination to the borrower in accordance with 
the Borrower Notice guidance provided in Supplemental Directive 09-08. 

Trial Period Plan Approval 

Within 30 calendar days following receipt of an Initial Package or complete verification 
documents, the servicer must complete its verification and evaluate the bon'ower’s eligibility for 
HAMP and, if the borrower is qualified, send the borrower a Trial Period Plan Notice. If the 
borrower is deteimined to be ineligible for HAMP, the servicer must communicate this 
determination to the bon'ower in accordance with the Borrower Notice guidance provided in 
Supplemental Directive 09-08. Servicers are reminded that Supplemental Directive 09-01 
prohibits servicers from initiating a new foreclosure action while a borrower is in a trial period 
plan. 
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Consideration for Alternative Loss Mitigation Options 

When a borrower is determined to be ineligible for a HAMP modification, the servicer is 
required to consider that borrower for all other available loss mitigation options, including but 
not limited to refinance, forbearance, non-HAMP modifications and, to the extent a borrower 
does not qualify for a home retention alternative. Home Affordable Foreclosure Alternatives 
(short sales or deeds in lieu of foreclosure) under Supplemental Directive 09-09. As required in 
Supplemental Directive 09-08, available loss mitigation options should be described in the Non- 
Approval Notice, 

Continued Eligibility for HAMP 

A borrower who has been evaluated for HAMP but does not meet the minimum eligibility 
criteria described in the “HAMP Eligibility” section of Supplemental Directive 09-01 or who 
meets the minimum eligibility criteria but is not qualified for HAMP by virtue of a negative NPV 
result, excessive forbearance or other financial reason, may request reconsideration for HAMP at 
a future time if they experience a change in circumstance. 

Borrower Income/Asset Documentation and Verification of Eligibility 


Servicers should request that the borrower provide the income verification documentation listed 
below but may, consistent with contractual requirements, substitute other reliable forms of 
verification when appropriate. Servicers are responsible for determining that any information 
provided by the borrower and which is needed to evaluate the borrower’s qualification for 
HAMP is complete and accurate. When evaluating a borrower's eligibility for HAMP, servicers 
should use good business judgment consistent with the judgment employed when modifying 
mortgage loans held in their own portfolio. This guidance, which is effective as of the date of 
this Supplemental Directive, supersedes the “Borrower Income/Asset Documentation and 
Verification” section in Supplemental Directive 09-07 and applies both to evaluation of 
borrowers cuirently in active trial period plans as well as to evaluation of borrowers being 
evaluated for verified income trial period plans. 

• Employment Income. Copies of two recent pay stubs, not more than 90 days old at time 
of submission, indicating year-to-date earnings. 

a. Servicers may accept pay stubs that are not consecutive if, in the business 
judgment of the servicer, it is evident that the borrower's income has been 
accurately established. 

b. When two pay stubs indicate different periodic income, servicers may use year-to- 
date earnings to determine the average periodic income, and account for any non- 
periodic income reflected in either of the pay stubs. 

c. When verifying annualized income based on the year-to-date earnings reflected 
on pay stubs, servicers may, in their business judgment, make adjustments when it 
is likely that sources of additional income (bonus, commissions, etc.) are not 
likely to continue. 
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• Self-employment Income. The most recent quarterly or year-to-date profit and loss 
statement for each self-employed borrower. Audited financial statements are not required. 

• Other earned income (e.g., bonus, commission, fee, housing allowance, tips, overtime). 
Reliable third party documentation describing the nature of the income (e.g. an 
employment contract or printouts documenting tip income). 

• Benefit Income (e.g., social security, disability, death benefits, pension, public 
assistance, adoption assistance). Evidence of (i) the amount and frequency of the benefits 
such as letters, exhibits, a disability policy or benefits statement from the provider, and 
(ii) receipt of payment, such as copies of the two most recent bank statements or deposit 
advices showing deposit amounts. If a benefits statement is not available, servicers may 
rely only on receipt of payment evidence, if it is clear that the borrower’s entitlement is 
ongoing. 

• Unemployment Benefits. Evidence of the amount, frequency and duration of the 
benefits (usually obtained through a monetary determination letter). The unemployment 
income must continue for at least nine months from the date of the application. The 
duration of benefit eligibility - including federal and state extensions - may be evidenced 
by a screenshot or printout from the Department of Labor UI benefit tool, which is 
available at http://www.ows.doleta.gov/unemplov/ben entitle.asp . 

• Rental income. Rental income is generally documented through the Schedule E - 
Supplemental Income and Loss, for the most recent tax year. 

a. When Schedule E is not available to document rental income because the property 
was not previously rented, servicers may accept a current lease agreement and 
bank statements or cancelled rent checks. 

b. If the borrower is using income from the rental of a portion of the borrower’s 
principal residence, the income may be calculated at 75 percent of the monthly 
gross rental income, with the remaining 25 percent considered vacancy loss and 
maintenance expense. 

0 . If the borrower is using rental income fi'om properties other than the borrower’s 
principal residence, the income to be calculated for HAMP purposes should be 75 
percent of the monthly gross rental income, reduced by the monthly debt service 
on the property (i.e., principal, interest, taxes, insurance, including mortgage 
insurance, and association fees), if applicable. 

• Alimony, Separation Maintenance, and Child Support Income. Borrowers are not 
required to use alimony, separation maintenance or child support income to qualify for 
HAMP. However, if the borrower chooses to provide this income, it should be 
documented with (i) copies of the divorce decree, separation agreement or other legal 
written agreement filed with a court, or a court decree that provides for the payment of 
alimony or child support and states the amount of the award and the period of time over 
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which it will be received, and (ii) evidence of receipt of payment, such as copies of the 
two most recent bank statements or deposit advices showing deposit amounts. If the 
borrower voluntarily provides such income, and that income renders the borrower 
ineligible for a HAMP offer, the servicer is allowed to remove that income from 
consideration and re-evaluate the borrower for HAMP eligibility. 

• 20% Threshold for Passive and Non-Wage Income. Notwithstanding the foregoing, 
passive and non-wage income (including rental, part-time employment, bonus/tip, 
investment and benefit income) does not have to be documented if the borrower declares 
such income and it constitutes less than 20% of the borrower’s total income. 

• Non-Borrower Income. Servicers should include non-borrower household income in 
monthly gross income if it is voluntarily provided by the borrower and if, in the servicer’s 
business judgment, that the income reasonably can continue to be relied upon to support 
the mortgage payment. Non-borrower household income included in the monthly gross 
income must be documented and verified by the servicer using the same standards for 
verifying a borrower’s income. 

Association Fees 

If a borrower has indicated that there are association fees, but has not been able to provide 
written documentation to verify the fees, the servicer may rely on the information provided by 
the borrower if the servicer has made reasonable efforts to obtain the association fee information 
in writing. 

Principal Forbearance Limitation 

Effective as of the date of this Supplemental Directive, with respect to both “positive” and 
“negative” NPV results, servicers are not required to forbear more than the greater of (i) 30 
percent of the unpaid principal balance of the mortgage loan (after any capitalization under Step 
1 of the standard modification waterfall) or (ii) an amount resulting in a modified interest- 
bearing balance that would create a current mark-to-market loan-to- value ratio equal to 100 
percent. If the borrower’s monthly mortgage pajmient cannot be reduced to the target monthly 
mortgage payment ratio of 31 percent unless the servicer forbears more than the amounts 
described above, the servicer may consider the borrower ineligible for a HAMP modification. 
However, servicers are permitted, in accordance with existing servicing agreements and investor 
guidelines, to forbear principal in excess of the amounts described above in order to achieve the 
target monthly mortgage payment ratio of 31 percent for both NPV-positive and NPV-negative 
loans. 

In the event a servicer elects to forbear principal in an amount resulting in a modified interest- 
bearing balance that would create a current mark-to-market loan-to-value ratio less than 100 
percent in negative NPV situations, the servicer should ignore the error code and the flag for 
excessive forbearance that is returned by the current version of the NPV model. Updates will be 
made to the NPV model in the future to eliminate this error code. 
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IRS Form 4506-T/4506T-EZ 

All borrowers must provide a signed and completed IRS Form 4506-T/4506T-EZ (Request for 
Transcript of Tax Return) with the Initial Package, and the servicer must submit the borrower’s 
Form 4506-T/4506T-EZ to the IRS for processing unless the borrower provides a signed copy of 
his or her most recent federal income tax return, including all schedules and forms. Servicers 
should review the tax information and use good business judgment to determine whether any 
discrepancies exist. If the servicer determines that discrepancies relevant to the HAMP decision 
exist, the servicer must reasonably reconcile the discrepancies. 

Credit Report and Occupancy Verification 

For all borrowers, the servicer must obtain a credit report for each borrower or a joint report for a 
married couple who are co-borrowers to validate installment debt and other liens as described on 
page 10 of Supplemental Directive 09-01. Servicers should use the credit report to confirm that 
the property securing the mortgage loan is the borrower’s principal residence. If the credit report 
is inconsistent with other information provided by the borrower, the servicer must use good 
business judgment in reconciling the inconsistency. 

Property Valuation Documentation 

Servicers must obtain a property valuation input for the NPV model using an automated 
valuation model (AVM), provided that the AVM renders a reliable confidence score, a broker’s 
price opinion (BPO), or an appraisal. A servicer may use an AVM provided by one of the GSEs. 
As an alternative, servicers may rely on their internal AVM provided: 

• The servicer is subject to supervision by a Federal regulatory agency; 

• The servicer’s primary Federal regulatory agency has reviewed the model; and 

• The AVM renders a reliable confidence score. 

If a GSE AVM is unable to render a value with a reliable confidence score, or the servicer AVM 
does not meet the requirements above, the servicer must obtain an assessment of the property 
value utilizing a BPO, an appraisal or a propeily valuation method documented as acceptable to 
the seivicer’s Federal regulatory supervisor. Such assessment must be rendered in accordance 
with the Interagency Appraisal and Evaluation Guidelines (as if such guidelines apply to loan 
modifications). In all cases, the property valuation used cannot be more than 90 days old as of 
the date the servicer first evaluates the borrower for a HAMP trial period plan using the NPV 
model. 

Document Perfection 

Seivicers must use good business judgment when deteimining the level of perfection of the 
verification documents. Servicers may elect to accept documents with imperfections (blank 
fields, erasures, use of correction tape, inaccurate dates, etc.) if the servicer determines that the 
imperfections are immaterial to the business decision, are not indicative of fraud and do not 
impact the servicer’s ability to verify the completeness and accuracy of the borrower’s financial 
representations. 
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Borrower Signatures 

Unless a borrower or co-borrower is deceased or divorced, all parties who signed the original 
loan documents or their duly authorized representative(s) should sign the HAMP documents. 
However, servicers may encounter circumstances where a co-borrower signature is not 
obtainable, for reasons such as mental incapacity, military deployment or contested divorce. 
Servicers should use good business judgment, in accordance with existing servicing agreements 
and investor guidelines, when determining whether to accept a document without a co- 
borrower’s signature. 

Electronic Submission 

For all documents required by Treasury (other than for IRS Form 4506-T/4506T-EZ), electronic 
submission and signatures are acceptable. 

Fraud Detection 

Servicers should not modify a mortgage loan if there is reasonable evidence indicating the 
borrower submitted income information that is false or misleading or if the borrower otherwise 
engaged in fraud in cormection with the modification. 

Conversion from Trial to Permanent Modification 


Servicers must use a two-step process for HAMP modifications. Following underwriting and a 
determination that the borrower qualifies for a HAMP trial modification, servicers will place 
qualified borrowers in a trial period plan by preparing and sending a Trial Period Plan Notice to 
the borrower describing the terms of the trial modification and the payment due dates. 
Borrowers who make all trial period payments timely and who satisfy all other trial period 
requirements will be offered a permanent HAMP modification. 

Step 1: Trial Period Plan Start 

The trial period is three months in duration (or longer if necessary to comply with applicable 
contractual obligations). Borrowers are not required to sign or return the Trial Period Plan 
Notice. Servicers should retain a copy of the Trial Period Plan Notice in the borrower file and 
note the date that it was sent to the borrower. Receipt of the first payment due under the trial 
period plan on or before the last day of the month in which the first payment is due is evidence of 
the borrower’s acceptance of the trial period plan and its terms and conditions. The effective date 
of the trial period will be set forth in the trial period plan and is the first day of the month in 
which the first trial period plan payment is due. 

Step 2: Conversion to Permanent 

The bon-ower must be current under the terms of the trial period plan at the end of the trial period 
to receive a permanent loan modification. “Current” in this context is defined as the borrower 
having made each required trial period payment by the last day of the month in which it is due. 
Borrowers who fail to make current trial period payments are considered to have failed the trial 
period and are not eligible for a HAMP modification. Servicers are instructed to use good 
business judgment in determining whether trial period payments were received timely or if 
mitigating circumstances caused the payment to be late. Exceptions should be documented in 
the servicing record. 
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Resolution of Active Trial Modifications 


In Supplemental Directive 09-10, Treasury implemented a temporary review period for all active 
HAMP trial modifications scheduled to expire on or before January 31, 2010. During this 
temporary review period, servicers were not permitted to cancel an active HAMP trial 
modification for any reason other than failure to meet the HAMP property eligibility 
requirements. Servicers were also required to send written notification to all borrowers to inform 
them of their current modification status and provide borrowers with the opportunity to remedy 
any documentation or payment deficiencies. Following this required notice and cure period, 
servicers should make final determinations for all active HAMP trial modifications subject to 
Supplemental Directive 09-10 in accordance with the guidelines set forth below. 

In addition, servicers have initiated trial period plans based on verbal income information that 
are not subject to the temporary review period required by Supplemental Directive 09-10 (and 
may continue to do so for trial period plans with effective dates prior to June 1, 2010). Servicers 
should make final determinations for such trial modifications upon the expiration of the 
applicable trial period in accordance with the guidelines set forth below. 

• If the borrower has not made all required trial period payments, or has not submitted any 
income verification documentation, the servicer must find the borrower ineligible for a 
permanent HAMP modification and cancel the HAMP trial modification from the 
Treasury system of record. When a HAMP trial modification is cancelled, the servicer 
must consider the borrower for other available foreclosure prevention alternatives and 
send the borrower the appropriate Borrower Notice in accordance with Supplemental 
Directive 09-08. 

• If the borrower has submitted all required trial period payments, and the borrower has 
submitted some foim of income documentation, the servicer must evaluate the borrower, 
determine whether the borrower is eligible for a peimanent HAMP modification, and 
promptly communicate the eligibility determination to the borrower. If the income 
documentation is insufficient to make a HAMP decision, and the servicer is unable to 
obtain the required documentation from the borrower, the seivicer must find the borrower 
ineligible for a permanent HAMP modification and cancel the HAMP trial modification 
from the Treasury system of record. When a HAMP trial modification is cancelled, the 
servicer must consider the borrower for other available foreclosure prevention 
alternatives and send the boirower the appropriate Borrower Notice in accordance with 
Supplemental Directive 09-08. 

If the bon-ower has not submitted or signed a Hardship Affidavit but has made all required trial 
period payments and is otherwise eligible for a HAMP modification, the servicer may approve 
the bon-ower for a modification, send the Hardship Affidavit to the boirower with the Home 
Affordable Modification Agreement and instruct the borrower to execute and return both as a 
condition of the pennanent HAMP modification. 

If the borrower has not submitted a signed and completed Form 4506-T or 4506T-EZ but has 
submitted the most recent tax return (including all applicable schedules), has made all required 
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trial period payments and is otherwise eligible for a HAMP modification, the servicer may 
approve the borrower for a modification, send the Form 4506-T or 4506T-EZ, as applicable, to 
the borrower with the Home Affordable Modification Agreement and instruct the borrower to 
execute and return both as a condition of the permanent HAMP modification. 

Supplemental Directive 09-01 requires servicers to reevaluate a loan using the NPV model if the 
borrower’s documented income differs from the stated income used in the borrower’s initial 
qualifying NPV test. With respect to trial period plans with effective dates prior to June 1, 
2010, servicers may elect, in accordance with existing servicing agreements and investor 
guidelines, to offer the borrower a permanent HAMP modification without performing an 
additional NPV evaluation based on the borrower’s verified income documentation. If the 
servicer elects not to perform an additional NPV evaluation in this situation, the servicer should 
enter the trial period values for NPV Date and NPV Value when reporting the official loan set up 
file to the Treasury system of record. 

In situations where servicers reevaluate a loan using the NPV model based on the borrower’s 
verified income documentation, servicers are reminded that they should test a borrower using the 
same major version of the NPV model that was used to test the loan for trial modification 
eligibility. Detailed versioning requirements are included in the Base NPV Model 
Documentation, which is available at www.HMPadmin.com . and in Exhibit A to this 
Supplemental Directive. 

All active HAMP trial modifications scheduled for cancellation due to an NPV negative result 
based on an NPV re-testing procedure that was not fully consistent with the HAMP versioning 
requirements must be re-tested in accordance with the versioning requirements prior to the 
servicer cancelling the trial modification. 

Documentation Requirements 

Servicers are required to maintain appropriate documentary evidence of their HAMP-related 
activities, and to provide that documentary evidence upon request to Freddie Mao as the 
Compliance Agent for Treasury. Documentation should be maintained by the servicer for all 
HAMP activities, including, but not limited to, the following: 

• The seivicer’s process for pre-screening non-performing loans against the basic HAMP 
requirements; 

• The seivicer’s process for evaluating investor willingness to participate in HAMP and 
attempts to obtain waivers on specific loans; 

• Phone contact with borrowers relating to HAMP; 

• All written communications that relate to or mention HAMP; 

• Policies and procedures that include HAMP-related activities; 


Supplemental Directive 10-01 



424 


• Training materials relating to HAMP; 

• Any reports, memoranda, or other documentation relating to HAMP; and 

• The decision-making process when applying good business judgment in accordance with 
HAMP and, where applicable, reference the servicer's associated policies and procedures. 

For phone contact with borrowers related to HAMP, well-documented servicer system notes 
(including but not limited to date, names of contact persons, and a summary of the conversation) 
will constitute appropriate documentation. Written correspondence should be retained in an 
accessible manner and made available upon request by the Compliance Agent. 
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EXHIBIT A 

NPV VERSIONING REQUIREMENTS 


Detailed versioning requirements are included in the Base NPV Model Documentation, which is 
available at www.HMPadmin.com . These requirements include: 

• Ensuring that the same major model version is used for repeat NPV tests as was used to 
qualify the borrower for a HAMP trial modification. For example: 

a. If the borrower was qualified using any sub-version of a HAMP major model 
version on the portal, the borrower should be re-tested using at least the same 
HAMP major model version (and are encouraged to re-test using the specific 
model release (e.g. 3.x) if possible). For borrowers initially tested on the portal, 
the portal automatically sorts borrowers into the appropriate model version based 
on the NPV Run Date. 

b. If the borrower was tested on a proprietary model or a recoded version of the base 
model before September 1, 2009, the borrower should be re-tested using that 
proprietary model or recoded version. If that model is no longer operational and 
the servicer must use a different model for subsequent tests, any re-test results 
used for the decision must be adjusted so that the borrower is insulated, as much 
as is possible, from NPV changes resulting purely from differences in the models. 
Servicers who have implemented a proprietary NPV model or are operating a 
recoded version of the base model should refer to the version control guidance 
issued on October 16, 2009 by Treasury’s Compliance Agent for further details 
regarding treatment of these loans. 

• Ensuring that all NPV inputs remain constant when the boiTower is retested, except (i) 
those that were found to be incorrect at the time of the initial NPV evaluation and (ii) 
inputs that have been updated based on the bonower’s income documentation. Inputs 
that may be updated based on the borrower’s documentation are limited to the following: 

a. Association Dues/Fees before Modification 

b. Monthly Hazard and Flood Insurance 

c. Monthly Real Estate Taxes 

d. Monthly Gross Income 

e. Unpaid Principal Balance After Modification (interest-beaiing UPB) 

f Principal Forbearance Amount 

g. Interest Rate After Modification 

h. Amortization Term After Modification 

i. Principal and Interest Payment After Modification 
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Inputs that may not change regardless of their evolution since the trial’s initiation 
include: 

a. Unpaid Principal Balance Before Modification 

b. Borrower FICO and Co-borrower FICO 

c. Property Value 

d. Interest Rate Before Modification 

e. Term Before Modification 

f Monthly Principal and Interest Payments Before Modification 

g. Months Past Due 

h. ARM Reset Rate and ARM Reset Date 

i. Data Collection Date 

j. Imminent Default Status 

k. NPV Run Date 

l. Advances/Escrow 

m. Discount Rate Risk Premium (spread of discount rate over PMMS rate) 

• Servicers who have implemented a proprietary NPV model or are operating a recoded 
version of the base model must ensure that all economic inputs remain constant from the 
first to subsequent tests. Inputs that should be held constant include the PMMS rate and 
all quarterly input tables. 
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Help for America’s Homeowners 

MAKING HOME AFFORDABLE 


Supplemental Directive 09-10 December 23, 2009 

Home Affordable Modification Program - Temporary Review Period 
for Active Trial Modifications Scheduled to Expire on or before 
January 31, 2010 

In Supplemental Directive 09-01, the Treasury Department (Treasury) announced the eligibility, 
underwriting and servicing requirements for the Home Affordable Modification Program 
(HAMP). Under HAMP, servicers apply a uniform loan modification process to provide eligible 
borrowers with affordable monthly payments for their first lien mortgage loans. Treasury has 
been working with servicers to ensure they reach out to borrowers in active trial modifications, 
collect all necessary documentation from borrowers, make eligibility determinations in a timely 
manner, and convert eligible borrowers into permanent HAMP modifications. 

In order to provide servicers an opportunity to remain focused on converting eligible borrowers 
to peimanent HAMP modifications, effective today and lasting through January 31, 2010, 
Treasury is implementing a review period for all active HAMP trial modifications scheduled to 
expire on or before January 31, 2010. Active HAMP trial modifications include trial 
modifications that have been submitted to the Treasury system of record that have not been 
cancelled by the servicer. 

During this review period, servicers should continue to convert eligible borrowers in active 
HAMP trial modifications to peimanent HAMP modifications as quickly as possible in 
accordance with existing program guidance. Servicers may not cancel an active HAMP trial 
modification during this period for any reason other than failure to meet the HAMP property 
eligibility requirements. 

During this review period, servicers must confirm the status of borrowers in active HAMP trial 
modifications scheduled to expire on or before January 31, 2010 as either current or not current. 
Servicers must also confirm which, if any, documents are due from borrowers. Servicers must 
send written notification to borrowers as appropriate to inform them that they are at risk of losing 
eligibility for a permanent HAMP modification because the borrower has (i) failed to make all 
required trial period payments, (ii) failed to submit all required documentation, or (iii) failed both 
to make all required trial period payments and to submit all required documentation. The notice 
must provide the borrower with the opportunity to correct any error in the servicer’s records or 
submit any missing documents or payments within 30 days of the notice or through January 31, 
2010, whichever is later. If a borrower provides evidence of the servicer’s eiTor or corrects the 
deficiency within the timeframe provided, the servicer must consider the new information and 
determine if the borrower is eligible to continue in the HAMP modification process. 
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Help for America’s Homeowners 

MAKING HOME AFFORDABLE 


Supplemental Directive 09-08 November 3, 2009 

Home Affordable Modification Program - Borrower Notices 

Background 

In Supplemental Directive 09-01, the Treasury Department (Treasury) announced the eligibility, 
underwriting and servicing requirements for the Home Affordable Modification Program 
(HAMP). Under HAMP, servicers apply a uniform loan modification process to provide eligible 
borrowers with sustainable monthly payments for their first lien mortgage loans. While HAMP 
program guidelines are intended to reach a broad range of at-risk borrowers, there will be loans 
that cannot be approved for a HAMP Trial Period Plan (Trial Period Plan) or official HAMP 
modification, and there will be borrowers who choose not to accept a Trial Period Plan or official 
HAMP modification offer. In such cases, borrowers must be informed in writing of the 
reasoning for servicer determinations regarding program eligibility. 

This Supplemental Directive provides guidance to servicers of first lien mortgage loans that are 
not owned or guaranteed by Fannie Mae or Freddie Mac (Non-GSE Mortgages), Servicers of 
mortgage loans that are owned or guaranteed by Fannie Mae or Freddie Mac should refer to the 
related HAMP guidelines issued by the applicable GSE, 

Servicers participating in HAMP with respect to Non-GSE Mortgages are required to execute a 
Servicer Participation Agreement, through which they are contractually obligated to “perform the 
services required under the Program Documentation and the Agreement in accordance with the 
practices, high professional standards of care, and degree of attention used in a well managed 
[servicing] operation”. That high standard of care is considered to include providing borrowers 
with timely and accurate written communication about the modification process, including but 
not limited to, notice that a borrower will not be offered a HAMP modification. This 
Supplemental Directive provides servicers with additional guidance related to the format, content 
and timing of notices that must be provided to borrowers requesting consideration for a HAMP 
modification (Borrower Notices), This Supplemental Directive is effective January 1, 2010; 
however, servicers are encouraged to implement this guidance as soon as possible. 

Borrower Notices 

A servicer must send a Borrower Notice to every borrower that has been evaluated for HAMP 
but is not offered a Trial Period Plan, is not offered an official HAMP modification, or is at risk 
of losing eligibility for HAMP because they have failed to provide required financial 
documentation. The written notices must comply with all laws, rules and regulations including 
but not limited to, the Equal Credit Opportunity Act, when applicable to the transaction. 
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Evaluation for HAMP. Supplemental Directive 09-06 announced additional data reporting 
requirements that are triggered when a mortgage loan is evaluated for HAMP. It provided that a 
mortgage is evaluated for HAMP when one of the following events has occurred: 

• A borrower has submitted a written request (either hardcopy or electronic submission) for 
consideration for a HAMP modification that includes, at a minimum, current borrower 
income and a reason for default or explanation of hardship, as applicable; or 

• A borrower has verbally provided sufficient financial and other data to allow the servicer to 
complete a Net Present Value (NPV) analysis; or 

• A borrower has been offered a Trial Period Plan. 

When a borrower is evaluated for HAMP and the borrower is not offered a Trial Period Plan or 
official HAMP modification, servicers are required to provide data specified in Schedule IV of 
Supplemental Directive 09-06 (Schedule IV) to Fannie Mae as Treasury’s program 
administrator. The data reporting requirements in Schedule IV are designed to document the 
disposition of borrowers evaluated for HAMP. 

Whenever a servicer is required to provide data specified in Schedule IV, the servicer must also 
comply with the requirements in this Supplemental Directive and send the appropriate Borrower 
Notice. With the exception of the Notice of Incomplete Information, all Borrower Notices naust 
be mailed no later than 10 business days following the date of the servicer’s determination that a 
Trial Period Plan or official HAMP modification will not be offered. Borrower Notices may be 
sent electronically only if the borrower has previously agreed to exchange correspondence 
relating to the modification with the Servicer electronically. 

Content of Borrower Notices. The content of the Borrower Notices will vary depending on the 
information intended to be conveyed or the determination made by the servicer. All Borrower 
Notices must be written in clear, non-technical language, with acronyms and industry terms such 
as “NPV” explained in a manner that is easily understandable. The explanation(s) should relate 
to one or more of the Not Approved/Not Accepted reason codes specified in Schedule IV. 
Model clauses for reasons that relate to the codes in Schedule IV are attached as Exhibit A. Use 
of the model clauses is optional; however, they illustrate a level of specificity that is deemed to 
be in compliance with the language requirements of this Supplemental Directive. 

• Non-Approval - for boiTOwers not approved for a Trial Period Plan or official HAMP 
modification, this notice must provide the primary reason or reasons for the non- 
approval. The notice must also describe other foreclosure alternatives for which the 
borrower may be eligible, if any, including but not limited to other modification 
programs, short sale and/or deed in lieu or forbearance, and identify the steps the 
borrower must take in order to be considered for those options. If the servicer has 
already approved the borrower for another foreclosure alternative, information necessary 
to participate in or complete the alternative should be included. Whenever a non- 
government foreclosure prevention option is discussed, the notice should be clear that the 
boiTower was considered for but is not eligible for HAMP. 
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When the borrower is not approved for a HAMP modification because the transaction is 
NPV negative, the notice must, in addition to an explanation of NPV, include a list of 
certain input fields that are considered in the NPV decision and a statement that the 
borrower may, within 30 calendar days of the date of the notice, request the date the NPV 
calculation was completed and the values used to populate the NPV input fields defined 
in Exhibit A, The purpose of providing this information is to allow the borrower the 
opportunity to correct values that may impact the analysis of the borrower’s eligibility. 

If the borrower, or the borrower’s authorized representative, requests the specific NPV 
values orally or in writing within 30 calendar days from the date of the notice, the 
servicer must provide them to the borrower within 10 calendar days of the request. If the 
loan is scheduled for foreclosure sale when the borrower requests the NPV values, the 
servicer may not complete the foreclosure sale until 30 calendar days after the servicer 
delivers the NPV values to the borrower. This will allow the borrower time to make a 
request to correct any values that may have been inaccurate. 

Upon written receipt from the borrower of evidence that one or more of the NPV values 
is inaccurate, the servicer must verify the evidence and if accurate must re-run the NPV 
calculation if the correction is material and is likely to change the NPV outcome. Other 
values not affected by the correction do not need to be changed from the first NPV 
calculation. If the borrower identifies inaccuracies in the NPV values, the servicer must 
suspend the foreclosure sale until the inaccuracies are reconciled. Servicers are not 
required to provide the numeric NPV results or NPV input values not enumerated in 
Exhibit A. 

• Payment Default During the Trial Period Plan - this notice informs the borrower that the 
borrower failed to make all the trial period payments by the end of the Trial Period Plan 
and is in default. The notice must also describe other foreclosure alternatives for which 
the borrower may be eligible, if any, including but not limited to other modification 
programs, short sale and/or deed in lieu or forbearance and identify the steps the 
bon'ower must take in order to be considered for these options. If the servicer has already 
approved the borrower for another foreclosure alternative, information necessary to 
participate in or complete the alternative should be included. Whenever a non- 
government foreclosure prevention option is discussed, the notice should be clear that the 
boiTower was considered for but is not eligible for HAMP. 

• Loan Paid Off or Reinstated - this notice confirms that the subject loan was paid off or 
reinstated and must provide the payoff or reinstatement date. If the loan was reinstated 
this notice must include a statement that the borrower may contact the servicer to request 
reconsideration under HAMP if they experience a subsequent financial hardship. 

• Withdrawal of Request or Non-Acceptance of Offer - this notice confinns that the 
borrower withdrew the request for consideration for either a Trial Period Plan or HAMP 
modification or did not accept a either a Trial Period Plan or a HAMP modification offer. 
Failure to make the first trial period payment in a timely manner is considered non- 
acceptance of the Trial Period Plan. 
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• Incomplete Information - this notice provides a list of the financial verification 
documents the servicer previously requested from the borrower but has not received. 
Servicers must develop and implement outreach procedures to obtain financial 
information from borrowers who do not provide verification documentation in a timely 
manner. As part of these procedures, the servicer must mail the borrower a notice listing 
all documents needed to complete the evaluation and a date by which the information 
must be received before the borrower becomes ineligible for HAMP. If the borrower 
fails to provide all required verification documents by the date provided, the servicer will 
declare the borrower ineligible for a modification and send the borrower a Non-Approval 
Notice. 

When used to determine if a borrower is qualified for a verified income Trial Period Plan, 
the servicer must send the notice to the borrower no earlier than 30 days after the date of 
the first written request for documentation and not less than 30 days before the servicer 
discontinues its evaluation for HAMP. When used in conjunction with a Trial Period 
Plan based on stated income, the servicer must send the notice not less than 30 calendar 
days prior to the expiration of a Trial Period Plan. 

As provided in Supplemental Directive 09-01, a servicer that offers a Trial Period Plan to 
a borrower based on stated income must obtain financial documentation in order to verify 
the borrower’s eligibility for a HAMP modification. Supplemental Directive 09-01 
provides that the servicer may, in its discretion, consider the offer of a Trial Period Plan 
to have expired at the end of 60 days if the borrower has not submitted the required 
documentation. The servicer must consider the Trial Period Plan to have expired if the 
borrower has not submitted the required documentation by the end of the trial period. 

All Borrower Notices must also include the following; 

• A toll-free number through which the borrower can reach a servicer representative 
capable of providing specific details about the contents of the Borrower Notice and 
reasons for a non-approval determination. 

• The HOPE Hotline Number (888-995-HOPE), with an explanation that the borrower can 
seek assistance at no charge from HUD-approved housing counselors and can request 
assistance in understanding the Borrower Notice by asking for MHA HELP. 

• Any information, disclosures or notices required by the boirower’s mortgage documents 
and applicable federal, state and local law. 

Compliance 

Treasury has selected Freddie Mac to serve as its compliance agent for HAMP. Supplemental 
Directive 09-01 describes the overall roles and responsibilities of servicers and the compliance 
agent in performing seivicer reviews and oversight, which are unchanged by this Supplemental 
Directive. As compliance agent, Freddie Mac will examine the expanded reporting codes 
provided to Treasury, the content and distribution of Borrower Notices sent to borrowers, and the 
responsiveness of the servicer's customer service hotline for borrowers seeking additional detail 
about the information contained in the Borrower Notice. Servicers are expected to retain in the 
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borrower file a copy of the Borrower Notice(s) sent to the borrower. The review will also 
confirm the existence and evaluate the effectiveness of the servicer’s quality assurance program 
as it relates to the notification process and customer service hotline. Such evaluation will include, 
without limitation, the timing and size of the sample selection, the scope of the quality assurance 
reviews, and the reporting and remediation process. 
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Exhibit A 

Model Clauses for Borrower Notices 

The model clauses in this exhibit provide sample language that may be used to communicate the 
status of a borrower’s request for a Home Affordable Modification. The model clauses relate to 
the Not Approved/Not Accepted reason codes in Schedule IV of Supplemental directive 09-06, 
Use of the model clauses is optional, however, they illustrate a level of specificity that is deemed 
to be in compliance with language requirements of the program. 

Non Approval Notice 

1. Ineligible Mortgage. We are unable to offer you a Home Affordable Modification because 
your loan did not meet one or more of the basic eligibility criteria of the Home Affordable 
Modification Program, 

D You did not obtain your loan on or before January 1, 2009. 

C3 Your loan with us is not a first lien mortgage. 

n The current unpaid principal balance on your loan is higher than the program limit. 
($729,750 for a one unit property, $934,200 for a two unit property, $1,129,250 for a 
three unit property and $ 1 ,403 ,400 for a four unit property). 

2. Ineligible Borrower. We are unable to offer you a Home Affordable Modification because 
your current monthly housing expense, which includes the monthly principal and interest 
payment on your first lien mortgage loan plus property taxes, hazard insurance and 
homeowner’s dues (if any) is less than or equal to 31% of your gross monthly income (your 
income before taxes and other deductions) which, {select one) [you told us is 

$ ] OR [we verified as $ ]. Your housing expense must be 

greater than 31% of your gross monthly income to be eligible for a Home Affordable 
Modification. If you believe this verified income is incorrect, please contact us at the 
number provided below. 

3. Property Not Owner Occupied, We are unable to offer you a Home Affordable 
Modification because you do not live in the property as your primary residence. 

4. Ineligible Property. We are unable to offer a Home Affordable Modification because your 
property: 

D Is vacant 

n Has been condemned, 
n Has more than four dwelling units. 
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5. Investor Guarantor Not Participating. We are unable to offer you a Home Affordable 
Modification because: 

n We service your loan on behalf of an investor or group of investors that has not given us 
the contractual authority to modify your loan under the Home Affordable Modification 
Program. 

D Your loan is insured by a private mortgage insurance company that has not approved a 
modification under the Home Affordable Modification Program. 

CU Your loan is guaranteed and the guarantor has not approved a modification under the 
Home Affordable Modification Program. 

6. Bankruptcy Court Declined. We are unable to offer you a Home Affordable Modification 
because you have filed for bankruptcy protection and the proposed modified loan terms were 
not approved by the Bankruptcy Court. You may wish to contact your bankruptcy counsel or 
trustee to discuss this decision. 

7. Negative NPV. The Home Affordable Modification Program requires a calculation of the 
net present value (NPV) of a modification using a formula developed by the Department of 
the Treasury. The NPV calculation requires us to input certain financial information about 
your income and your loan including the factors listed below. When combined with other 
data in the Treasury model, these inputs estimate the cash flow the investor (owner) of your 
loan is likely to receive if the loan is modified and the investor’s cash flow if the loan is not 
modified. Based on the NPV results the owner of your loan has not approved a modification. 

If we receive a request from you within 30 calendar days from the date of this letter, we will 
provide you with the date the NPV calculation was completed and the input values noted 
below. If, within 30 calendar days of receiving this information you provide us with 
evidence that any of these input values are inaccurate, and those inaccuracies are material, for 
example a significant difference in your gross monthly income or an inaccurate zip code, we 
will conduct a new NPV evaluation. While there is no guarantee that a new NPV evaluation 
will result in the owner of your loan approving a modification, we want to ensure that the 
NPV evaluation is based on accurate information. 

Available NPV Inputs 

a. Unpaid balance on the original loan as of [Data Collection Date] 

b. Interest rate before modification as of [Data Collection Date]. 

c. Months delinquent as of [Data Collection Date] 

d. Next ARM reset date (if applicable) 

e. Next ARM reset rate (if applicable) 

£ Principal and interest payment before modification 

g. Monthly insurance payment 

h. Monthly real estate taxes 

i. Monthly HOA fees (if applicable) 

j. Monthly gross income 

k. Borrower’s Total Monthly Obligations 

l. Borrower FICO 
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m. Co-borrower FICO (if applicable) 

n. Zip Code 

o. State 

8. Default Not Imminent. We are unable to offer you a Home Affordable Modification 
because you are current on your mortgage loan and after reviewing the financial information 
you provided us we have determined that you are not at risk of default because: 

n You have not documented a financial hardship that has reduced your income or increased 
your expenses, thereby impacting your ability to pay your mortgage as agreed. 

CU You have sufficient net income to pay your current mortgage payment, 
n You have the ability to pay your current mortgage payment using cash reserves or other 
assets. 

9. Excessive Forbearance. We are unable to offer you a Home Affordable Modification 
because we are unable to create an affordable payment equal to 31% of your repotted 
monthly gross income without changing the terms of your loan beyond the requirements of 
the program. 

10. Previous HAMP Modification. We are unable to offer you a Home Affordable 
Modification because your loan was previously modified under the Home Affordable 
Modification Program. The program does not allow more than one modification. 

11. Request Incomplete. We are unable to offer you a Home Affordable Modification because 
you did not provide us with the documents we requested. A notice which listed the specific 
documents we needed and the time frame required to provide them was sent to you more than 
30 days ago. 

12. Trial Plan Default. We are unable to offer you a Home Affordable Modification because 
you did not make all of the required Trial Period Plan payments by the end of the trial period. 

Loan Paid Off or Reinstated. We are not considering your request for a modification because: 

CU Your loan was paid in fall on . 

[H Your loan was reinstated on and you no longer appear to be in need 

of modification. If you feel that you are at risk of default please contact us to discuss 
your eligibility and qualification for a Home Affordable Modification. 

Offer Not Accepted by Borrower / Request Withdrawn. We are not considering your request for 
a modification because: 

D After being offered a Trial Period Plan or Home Affordable Modification you notified us 

on that you did not wish to accept the offer. 

D After initially asking to be considered for a Home Affordable Modification you withdrew 
that request on . 
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Incomplete Information Notice. We cannot continue to review youi- request for a Home 
Affordable Modification because: 

[Zl You are currently in a Trial Period Plan, however you have not provided all of the 
documentation we previously requested. If we do not receive the required documents by 
[insert expiration date of Trial Period Plan but no less than 30 days from the date of the 
letter] we will terminate your Trial Period Plan and may resume other means to collect 
any amounts due on your account. The documents we need are: [Insert list of required 
documents] 

tU You have requested consideration for a Trial Period Plan, however, you have not 
provided all of the documentation we previously requested. If we do not receive the 
required documents by [insert date no less than 30 days from the date of the letter] we 
will consider that you have withdrawn your request for a modification and may resume 
other means to collect any amounts due on your account. The documents we need are: 
[Insert list of required documents.] 
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Help for America’s Homeowners 

MAKING HOME AFFORDABLE 


Supplemental Directive 09-07 October 8, 2009 

Home Affordable Modification Program - Streamlined Borrower 
Evaluation Process 

Background 

In Supplemental Directive 09-01, the Treasury Department (Treasury) announced the eligibility, 
underwriting and servicing requirements for the Home Affordable Modification Program 
(HAMP). Under HAMP, servicers apply a uniform loan modification process to provide eligible 
borrowers with affordable monthly payments for their first lien mortgage loans. This 
Supplemental Directive represents an ongoing effort to improve process efficiency by updating 
the borrower underwriting requirements in Supplemental Directive 09-01 and introducing 
revised model documentation for the program. The objectives of these changes are to streamline 
the program documentation requirements and standardize the evaluation process that servicers 
use to make a HAMP eligibility determination. 

The significant changes described in this Supplemental Directive include: 

• The creation of a standard MHA Request for Modification and Affidavit form (RMA) 
that incorporates borrower income and expense information, a revised Hardship 
Affidavit, the SIGTARP fraud notice and portions of the current Home Affordable 
Modification Trial Period Plan; 

• Updated and simplified income documentation and verification requirements; 

• The conversion of the current Trial Period Plan to a notice that does not require a 
borrower signature; and 

• Standardized borrower response timeframes. 

The changes under the heading “Borrower Income/ Asset Documentation and Verification” in 
this Supplemental Directive are effective immediately for loans that are currently in a HAMP 
trial period where income has not yet been verified or for loans that are evaluated for HAMP on 
or after the date of this Supplemental Directive. The requirements under the heading “Servicer 
Response” in this Supplemental Directive are effective for loans that begin a trial period after the 
date of this Supplemental Directive. The new forms outlined in this document, with the 
exception of the RMA (the use of which is addressed below), may be utilized immediately but 
must be in use by March 1, 2010. Servicers should continue to use the Home Affordable 
Modification Cover Letter and Home Affordable Modification Agreement when providing the 
borrower with an agreement that outlines the terms of the final modification. 
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Standard MHA Request Form 

Effective immediately, borrowers who want to be considered for HAMP may complete and 
submit to their servicer a RMA, a copy of which is attached to this Supplemental Directive as 
Exhibit A. All documents and forms described herein are posted on www.HMPadmin.com . The 
RMA, which includes a new borrower financial information section, is intended to replace in 
their entirety the current Hardship Affidavit and the SIGTARP notice, as well as elements from 
the current Trial Period Plan, 

Servicers may require use of the RMA by all borrowers requesting consideration under HAMP 
or may continue to use other proprietary financial information forms that are substantially similar 
in content to the RMA, When provided by or on behalf of the borrower, the RMA must be 
accepted by servicers in lieu of any servicer specific form(s). When the RMA is not used, 
servicers must obtain an executed MHA Hardship Affidavit, an updated version of which 
(including the SIGTARP notice) is attached as Exhibit B. The use of “RMA” throughout the 
remainder of this Supplemental Directive shall refer to the RMA or its equivalent. 

Borrower Income/Asset Documentation and Verification 

The following information replaces in its entirety the guidance in Supplemental Directive 09-01, 
on pages 5 through 8, under the heading “ Underwriting — Verifying Borrower Income and 
Occupancy Status.” The portions of that section that are in italics below are not changed from 
Supplemental Directive 09-01 but are included here for ease of reference. 

Verbal and Verified Income Analysis 

There are two forms of Trial Period Plan Notices (TPP Notices) for use by servicers: stated 
income and verified income. They should be prepared as follows: 

• Servicers may use recent verbal financial information obtained from the borrower (the 
term “borrower” includes any co-borrower) to assess the borrower’s eligibility for a trial 
period plan. A servicer may rely on this information to prepare and send to the borrower 
a TPP Notice (stated income), attached as Exhibit C. Following receipt of a completed 
and signed RMA and income or other required documentation, the servicer must verify 
the borrower’s financial information and eligibility, including completing a final Net 
Present Value (NPV) evaluation. 

• As an alternative, a servicer may require a borrower to submit the RMA and all required 
income or other documentation to verify the borrower’s financial information and 
eligibility prior to issuing a TPP Notice (verified income), attached as Exhibit D. 

A borrower’s income documentation may not be more than 90 days old as of the date that such 
documentation is received by the servicer in connection with evaluating a mortgage loan for 
HAMP. There is no requirement to refresh such documentation during the remainder of the trial 
period. 
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Debt to Income Calculation 

The borrower will only qualify for HAMP if the verified income documentation confirms that the 
monthly mortgage payment ratio prior to the modification is greater than 31 percent. The 
“monthly mortgage payment ratio” is the ratio of the borrower’s current monthly mortgage 
payment to the borrower 's monthly gross income (or the borrowers ’ combined monthly gross 
income in the case of co-borrdwers). The “monthly mortgage payment” includes the monthly 
payment of principal, interest, property taxes, hazard insurance, flood insurance, condominium 
association fees and homeowner’s association fees, as applicable (including any escrow payment 
shortage amounts subject to a repayment plan). When determining a borrower's monthly 
mortgage payment ratio, servicers must adjust the borrower’s current mortgage payment to 
include, as applicable, property taxes, hazard insurance, flood insurance, condominium 
association fees and homeowner 's association fees if these expenses are not already included in 
the borrower’s payment. The monthly mortgage payment does not include mortgage insurance 
premium payments or payments due to holders of subordinate liens. 

Analysis of ARM Resets 

With respect to adjustable rate loans where there is a rate reset scheduled within 120 days after 
the date of the evaluation (a “Reset ARM”), the monthly mortgage payment used to determine 
eligibility will be the greater of (i) the borrower 's current scheduled monthly mortgage payment 
or (ii) a fully amortizing monthly mortgage payment based on the note reset rate using the index 
value as of the date of the evaluation (the "Reset Interest Rate ”). With respect to adjustable rate 
loans that reset more than 120 days after the date of the evaluation, the borrower’s current 
scheduled monthly mortgage payment will be used to determine eligibility. 

Monthly Gross Income 

The borrower’s “monthly gross income” is the borrower’s income amount before any payroll 
deductions and includes wages and salaries, overtime pay, commissions, fees, tips, bonuses, 
housing allowances, other compensation for personal services. Social Security payments, 
including Social Security and adoption subsidies received by adults on behalf of minors or by 
minors intended for their own support, and monthly income from annuities, insurance policies, 
retirement funds, pensions, disability or death benefits, unemployment benefits, rental income 
and other income. If only net income is available, the servicer must midtiply the net income 
amount by 1.25 to estimate the monthly gross income. All non-taxed income, including non- 
taxed social security income, is considered net income. 

Servicers should include non-borrower household income in monthly gross income if it is 
voluntarily provided by the borrower and if there is documentary evidence that the income has 
been, and reasonably can continue to be, relied upon to support the mortgage payment. All non- 
borrower household income included in monthly gross income must be documented and verified 
by the servicer using the same standards for verifying a borrower 's income. 

The servicer may not require a borrower to make an up-front cash contribution (other than the 
first trial period payment) for the borrower to be considered for HAMP. 
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Information Documentation 

Servicers are responsible for determining that any information provided by the borrower and 
which is needed to evaluate the request is complete and accurate. Servicers should request that 
the borrower provide the documentation listed below, but may, consistent with investor 
guidelines, substitute other reliable forms of verification when appropriate. 

IRS Form 4506-T 

All borrowers must provide a signed and completed IRS Form 4506-T (Request for Transcript of 
Tax Return). A servicer must submit the borrower’s Form 4506-T to the IRS for processing 
unless the borrower provides a signed copy of his or her most recent federal income tax return, 
including all schedules and forms (the federal income tax return and all schedules and forms 
shall be referred to herein as the federal income tax return). A servicer also must submit the 
borrower’s Form 4506-T to the IRS for processing when required by the Compliance Agent. 

The servicer should review the tax information for all borrowers to help verify income and 
identify discrepancies. If the tax information identifies income relevant to the HAMP decision 
that the borrower did not disclose on the RMA, the servicer must obtain other documentation to 
reconcile the inconsistency. In resolving inconsistencies servicers must use reasonable business 
judgment to determine whether such income is no longer being earned or has been reduced to the 
amounts disclosed on an RMA. 

Credit Report and Occupancy Verification 

In all cases, the servicer must obtain a credit report for each borrower or a joint report for a 
married couple who are co-borrowers to validate installment debt and other liens as described on 
page 10 of Supplemental Directive 09-01. Servicers should use the credit report to confirm that 
the property securing the mortgage loan is the borrower’s principal residence. The servicer is no 
longer required to verify the borrower’s principal residence using other documentation. If the 
credit report is inconsistent with other information provided by the borrower, the servicer must 
reconcile the inconsistency. 

Income Documentation 

Based on the type and source of a borrower’s income, the servicer will obtain and review the 
following documents to verify bon-ower financial information: 

• Tax Return. A borrower in imminent default may, in accordance with investor 
guidelines, be required to provide a signed copy of his or her most recent federal income 
tax return. All other borrowers may elect to provide signed federal income tax returns 
but are not required to do so. Whenever a borrower does not provide a tax return, the 
servicer must obtain the borrower’s tax return transcript by submitting the borrower’s 
Form 4506-T to the IRS for processing as provided above. 

• Employment Income. Copies of the two most recent paystubs indicating year-to-date 
earnings. 

• Self-employment Income. The most recent quarterly or year-to-date profit and loss 
statement for each self-employed borrower. 
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• Other earned income (e.g., bonus, commission, fee, housing allowance, tips, overtime). 
Reliable third party documentation describing the nature of the income (e.g. an 
employment contract or printouts documenting tip income). 

• Benefit Income (e.g., social security, disability, death benefits, pension, public 
assistance, adoption assistance). Evidence of (i) the amount and frequency of the 
benefits such as letters, exhibits, a disability policy or benefits statement from the 
provider, and (ii) receipt of payment, such as copies of the two most recent bank 
statements showing deposit amounts. 

• Unemployment Benefits. Evidence of the amount, frequency and duration of the 
benefits (usually obtained through a monetary determination letter). The unemployment 
income must continue for at least nine months from the date of the application. The 
duration of benefit eligibility - including federal and state extensions - may be evidenced 
by a screenshot or printout from the Department of Labor UI benefit tool, which is 
available at httD://www.ows. doleta.gov/unemplov/ben entitle.asp . 

• Renta! income. Rental income should be documented through the Schedule E - 
Supplemental Income and Loss of the most recent tax year. If the borrower is using 
income from the rental of a portion of the borrower’s principal residence, the income 
should be calculated at 75 percent of the monthly gross rental income, with the remaining 
25 percent considered vacancy loss and maintenance expense. If the borrower is using 
rental income from properties other than the borrower’s principal residence, the income 
to be calculated for HAMP purposes should be 75 percent of the monthly gross rental 
income, reduced by the monthly debt service on the property (i.e., principal, interest, 
taxes, insurance, including mortgage insurance, and association fees), if applicable. The 
needed tax forms can be obtained either through a signed and executed 4506-T or the 
signed copy of the most recent federal income tax return if provided by the borrower. 

• Alimony, Separation Maintenance, and Child Support Income. Borrowers are not 
required to use alimony, separation maintenance or child support income to qualify for 
HAMP. However, if the borrower chooses to provide this income, it should be 
documented with (i) copies of the divorce decree, separation agreement or other legal 
written agreement filed with a court, or a court decree that provides for the payment of 
alimony or child support and states the amount of the award and the period of time over 
which it will be received, and (ii) evidence of receipt of payment, such as copies of the 
two most recent bank statements showing deposit amounts. 

• 20% Threshold for Passive and Non-Wage Income. Notwithstanding the foregoing, all 
passive and non-wage income (including rental, paif-time employment, bonus/tip, 
investment and benefit income) does not have to be documented if the borrower 
declares such income and it constitutes less than 20% of the borrower’s total income. 

Property Valuation Documentation 

Page 5 of Supplemental Directive 09-01 describes requirements for assessing property value for 
use in the NPV model. This supplemental directive amends the aging requirement for property 
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valuation documentation. Property value information must be less than 90 days old on the date 
the servicer first evaluates the borrower for a HAMP trial period plan using the NPV model. The 
information will remain valid for the duration of the trial period and does not need to be updated 
for any subsequent NPV evaluation. 

Document Perfection 

Servicers must use good business judgment when determining the level of perfection of the 
verification documents. Servicers may elect to accept documents with imperfections (blank 
fields, erasures, use of correction tape, inaccurate dates, etc.) if the servicer determines that the 
imperfections are immaterial to the business decision, are not indicative of fraud and do not 
impact the servicer’s ability to verify the completeness and accuracy of the borrower’s financial 
representations. 

Borrower Signatures 

Unless a borrower or co-borrower is deceased or divorced, all parties who signed the original 
loan documents or their duly authorized representative(s) should sign the HAMP documents. 
Servicers may encounter circumstances where a co-borrower signature is not obtainable, for 
reasons such as mental incapacity, military deployment or contested divorce. Servicer should 
look to investor guidance when determining whether to accept a document without a co- 
borrower’s signature. 

Electronic Submission 

For all documents required by Treasury (other than for IRS Form 4506-T), electronic submission 
and signatures are acceptable. 

Fraud Detection 

Servicers should not modify a mortgage loan if there is reasonable evidence indicating the 
borrower submitted income information that is false or misleading or if the borrower otherwise 
engaged in fraud in connection with the modification. 

Fannie Mae, in its capacity as a financial agent for the Treasury, will establish a fraud detection 
surveillance procedure using reported trial period data. When discrepancies or potential 
misrepresentations are identified, servicers will be notified during the trial period and will be 
required to take appropriate action to resolve the discrepancy prior to executing a final 
modification. 

Document Retention 

The document retention requirements described on pages 13 and 14 of Supplemental Directive 
09-01 remain in effect. Additionally, servicers must make all documentation related to HAMP 
program available to Freddie Mac, as compliance agent for Treasury. 


Trial Period Plan Notices 

As described above, revised and updated TPP Notices are attached and replace the current cover 
letters and current Trial Period Plan. The TPP Notices describe the terms and conditions of the 
trial period plan and must be sent to borrowers as noted below in the section titled, “Servicer 
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Response”. Borrowers are not required to sign or return the TPP Notice. Servicers should retain 
a copy of the TPP Notice in the borrower file and note the date that it was sent to the borrower. 
Timely receipt of the first payment under the TPP Notice is evidence of the borrower’s 
acceptance of the trial period plan and its tenns and conditions. 

A borrower in a trial period plan who makes all required trial period payments, but does not sign 
and return current trial period plan prior to the end of the trial period, may receive a HAMP 
modification as long as the servicer has received all required trial period plan payments and' all 
other HAMP-required documentation from the borrower, including a fully executed Home' 
Affordable Modification Agreement. 

Servicer Response 

Within 10 business days following receipt of borrower financial information verbally or in a 
completed RMA, the servicer must acknowledge the borrower’s request for HAMP participation 
by sending the borrower one of the following documents: 

• The stated income TPP Notice -- if the servicer is evaluating borrower eligibility based 
on verbal income information and is prepared to offer the borrower a trial period plan. 

• A written notice with information describing HAMP and including appropriate forms and 
a list of verification documents and a specific date by which documentation must be 
received - if the servicer is evaluating borrower eligibility based on verified income 
information. 

• If the servicer determines that a borrower cannot be approved for a trial period plan, the 
servicer must communicate that determination to the borrower in writing and consider the 
borrower for another foreclosure prevention alternative. 

Within 30 calendar days following the servicer’s receipt of a completed RMA, Form 4506-T 
and all required income and other information (including all required documentation and either 
the borrower's tax transcript or tax return when using the verified approach), the servicer must 
complete its evaluation of boiTower eligibility and notify the borrower of its determination as 
follows: 

• If the servicer determines that the borrower is approved for a trial period plan, the 
servicer must either: 

• Send a TPP Notice (verified income) to the borrower, or 

• If the borrower is currently in a trial period plan pursuant to a stated income TPP 
Notice, send a written notice that the borrower has been approved for a HAMP 
modification pending timely receipt of all trial period payments. 

• If the servicer determines that a borrower cannot be approved for a trial period plan, the 
servicer must communicate that determination to the borrower in writing and consider the 
borrower for another foreclosure prevention alternative. 
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Exhibit A 

MHA Request for Modification and Affidavit 
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MAKING HOME AFfORDABLE.cov 


Making Home Affordable Program 

Request For ModiHcation and Affidavit (RMA) 


I want to: 

The property is my: 

The property is: 

BORROWER 


Loan I.D. Number 

0 Keep the Property 


□ Keep the Property O Sell the Property 
0 Primary Residence 0 Second Home □ Investment 

1 1 Owner Occupied U Renter occupied □ Vacant 

I CO-BOteOWER 


BORROWER’S NAME 

CO-BOWIOWER’S NAME 

SOCIAL SECURITY NUMBER 

DATE OF BIRTH 

SOCIAL SECURITY NUMBER 

DATE OF BIRTH 

HOME PHONE NUMBER WITH AREA CODE 

HONE PHONE NUMBER WITH AREA CODE 

CELL OR WORK NUMBER WITH AREA CODE 

CELL OR WORK NUMBER WITH AREA CODE 


MAILING ADDRESS 


PROPERTY ADDRESS (IF SAME AS MAILING ADDRESS. JUST WRITE SAME) EMAIL ADDRESS 

Is the property listed for sale? uYesDNo 

Have you received an offer on the property? 0 Yes G No 
Date of offer Amount of Offer $ 

Agent’s Name: 

Agent’s Phone Number: 

For Sale by Owner? CYes G No 

Have you contacted a credit-counseling agency for help? 

□ Yes 0 No 

If yes, please complete counselor contact information below. 

Counselor’s Name: 

Counselor’s Phone Number: 

Counselor’s Email: 

Who pays the Rea! Estate Tax bill on your property? 

□ Ido □ Lender does 

Are the taxes current? □ Yes G No 

Who pays the hazard insurance policy for your property? 

D I do 0 Lender Docs C Paid by Condo or HOA 

Is the policy current? 0 Yes □ No 

Name of Insurance Co. 

Paid to: 

Insurance Co. Tel fk 

Have you filed for bankniptcy? Yes 0 No 0 If yes; 

Has your bmikruptcy been discharged? C Yes GNo 

C Chanter 7 Q Chanter 13 Filina Date: 

Bankruntev case number 

If there are additional Liens/Mortgages or Judgments on this property, please name the personfs), company or firm and their telephone numbers. 

Lien Holder’s Name/Servicer Balance Contact Number Loan Number 


HARDSHIP AFFIDAVIT (use back of request for explanation IF necessary) 


I (We) am/are requesting review under the Making Home Affordable program. 1 am having difficulty making my monthly payment because of 
financial diffieuities created by (Please check all that apply): 

G My household income has been reduced. For example G My monthly debt payments are excessive and I am overextended with my 

unemployment, underemployment, reduced pay or houre, decline creditors. Debt includes credit cards, home equity or other debt, 
in business earnings, death, disabiUty or divorce of a borrower or 
co-borrower. 

G My expenses have increased. For example; monthly mortgage 0 My cash reserves, including all liquid assets, are insufficient to maintain my 
payment reset, high medical or health care costs, uninsured losses, current mortgage payment and cover basic living expenses at the same time, 
increased utilities or property taxes. 


Explanation (continue on back of page 3 if necessary): 
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INCOME/EXPENSES FOR HOUSEHOLD* 

: - Namber of People in Hou$ehold > ; \ 




HHnnm 

HHHHH 



Monthly HoUsehioW Indome 


Household Asssets 

Monthly Gross waees 

S 


$ 


s 

Overtime 

$ 


s 

Checkino Accmintfs) 

S 


S 

Insurance 

s 

Savina s/ Monev Market 

S 

Social Seciaitv/SSDl 

s 


% 

CDs 

s 

Other monthly income from 

pensions, annuities or 

retirement olans 

$ 

Credit Cards / ImtaiInmU 

Loan(s) (total minimiuB 

oavment oer month) 

% 

Stocks / Bonds 

s 

Tips, commissions, bonus and 

self-emoloved income 

s 

Alimony, child 

DavmCTits 

$ 

Other Cash on Hand 

s 

Rents Received 

s 

Net Rentel Expenses 

s 

pjBpSI^I 

s 

Unemployment Income 

S 

HOA.Condo Fees/Propeily 

Maintenance 

s 

Other 

s 

Food StamosAVelfare 

S 

Car Payments 

s 


s 

Other (investment income, 

royalties, interest, dividends 

etc) 

■ 

Other 

s 

Do not include the value of life insurance or retirement 

plans when calculating assets (401k, pension funds, 

annuities. IRAs. Keoglt plans, etc.) 

Total (Gross income) 

s 

Total D<bt/£xi>enses 

s 

Total Assets 

s 



* * ALL INCOME MUST BE DOCUMENTED • * 

... . 



* Include combined income and expenses from the borrower and co-borrower (if anv). if you include income and expenses from a household 
member who is not a borrower please specif using the back of this form if necessary. You are not reauired to disclose Child Support. 
_^^^^^^__^^i\U|n2n^_o£^egar£tion_MainteMnceJnconie^mj|ess^ou_choo2e_toJi8vHt^coiHidei2dJbvj^^^ 


. INFORMATION FOR GOVERNMENT MONITORING PURPOSES 

The following information is requested by the federal government in order to monitor compliance with federal statutes that prohibit discrimin^ion in 
housing. You are not required to furnish this information, but are encouraged to do so. The law provides that a lender or servicer may not 
discriminate either on the basis of this information, or on whether you choose to furnish it. If you furnish the information, please provide both 
ethnicity and race. For race, you may check more than one designation, if you do not furnish ethnicity, race, or sex, the lender or servicer is required 
to note the information on the basis of visual observation or surname if you have made this request for a loan modification in person. If you do not 
wish to furnish the information, please check the box below. 


BORROWER n 1 tin not wash to fumisn tuis information 


i do not wish to furnish this informalion 

Ethnicity: U Hispamc or Latino 

□ Not Misoanic or Latino 

Ethnicity: □ 

R 

Hispanic or Latirto 

Not Hisoanic or Latino 

Race; U Ameiican Indian or Alaska Native 

□ Asian 

□ Bladt or African Amehcan 

□ Native Hawaiian or Other Pacific Islander 
n White 

Race: □ 

□ 
□ 
a 

0 

American Irvlian or Alaska Native 

Asian 

Slack or Afhcar) American 

Native Hawaiian or Other Pacific Islander 

White 

Sex; □ Female 

flMale 

Sex: □ Female 

OMaJe 

To be Comcleted bv Interviewer 

This aoollcatlon was taken bv: 

Interviewer’s Name (prW or l^) S ID Number 

Name/Afldress of Inteivlawer's Employer 

D Face-to-face interview 

□ Mail 

□ Telephone 
n Internet 

Interviewer's Signature Date 

Interviewer's Phare Numbo' (include area code) 
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ACKNOWLEDGEMENT AND ACREEMEMT 


] 


In making this request for consideration under the Maldng Home Affordable Program I certify under 
penalty of perjury: 

1 . That ail of the information in this document is trutfifitl and the event(s) identified on page 1 is/are the reason that I need to 
request a modification of the terms of my mortgage loan, short sale or deed-in-Iieu of foreclosure. 

2. I underetand that the Servicer, the U.S. Department of the Treasury, or its agents may investigate the accuracy of my 
statements, may require me to provide supporting documentation. I also understand that knowingly submitting false 
information may violate Federal law. 

3. I understand the Servicer will pull a current credit report on all borrowers obligated on the Note. 

4. I understand that if I have intentionally defaulted on my existing mortgage, engaged in fraud or misrepresented any fact(s) in 
connection with this document, the Servicer may cancel any Agreement under Making Home Affordable and may pursue 
foreclosure on my home, 

5. That: my property is owner-occupied; I intend to reside in this property for the next twelve months; I have not received a 
condemnation notice; and there has been no change in the ownership of the Property since I signed the documents for the 
mortgage that I want to modify. 

6. lam willing to provide all requested documents and to respond to all Servicer questions in a timely manner. 

7. I understand that the Servicer will use the information in this document to evaluate my eligibility for a loan modification or 
short sale or deed-in-lieu of foreclosure, but the Servicer is not obligated to offer me assistance based solely on the statements 
in this document. 

8. I understand that the Servicer will collect and record personal information, including, but not limited to, my name, address, 
telephone number, social security number, credit score, income, payment history, government monitoring information, and 
information about account balances and activity. I understand and consent to the disclosure of my personal information and 
the terms of any Making Home Affordable Agreement by Servicer to (a) the U.S. Department of the Treasury, (b) Fannie 
Mae and Freddie Mac in connection with their responsibilities under the Homeowner Affordability and Stability Plan; (c) any 
investor, insurer, guarantor or servicer that owns, insures, guarantees or services my first lien or subordinate lien (if 
applicable) mortgage loan(s); (d) companies that perform support services in conjunction with Making Home Affordable; and 
(e) any HUD certified housing counselor. 


Borrower Signature Date Co-Borrower Signature Date 

If you have questions about this document or the modification process, please call your servicer at 

. If you have questions about the program that you r servicer cannot answer or need 

further counseling, you can call the Homeowner’s HOPE^"^ Hotline at 1-888-995-HOPE (4673). The 
Hotline can help with questions about the program and oHers free HUD-certified counseling services in 

English and Spanish. 

_ - -»tS’ 

r8'88-995-HOPEj 


NOTICE TO BORROWERS 

Be advised that you are signing the following documents under penalty of perjury. Any misstatement of material fact 
made In the completion of these documents including but not limited to misstatement regarding your occupancy In 
your home, hardship circumstances, and/or income wilt subject you to potential criminal investigation and prosecution 
for the fc^lowing crimes: perjury, false statements, mail fraud, and wire fraud. The information contained in these 
documents is subject to examination and verification. Any potential misrepresentation will be referred to the 
appropriate law enforcement authority for investigation and jwosecution- 
By signing the enclosed documents you certify, represent and agree that: 

"Under penalty of perjury, all documents and infonriation I have prowded to Lender in connection with this Agreement, 
including the documents and information regarding my eligibility for the program, are true and correct,” 

If you are aware of fraud, waste, abuse, mismanagement or misrepresentations affitiated with the Troubled Asset 
Relief Program, please contact the SiGTARP Hotline by calling 1-877-SIG-2009 (toll-free). 202-622-4559 (fax), or 
www.siQtafo.aov . Mail can be sent to Hotiine Office of the Spedal Inspector General for Troubled Asset Relief 
Program, 1801 L St. NW, Washington. DC 20220. 
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Exhibit B 

MHA Hardship Affidavit 
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MAKING HOME AFFORDABLE.cov 


Making Home Affordable Program 

Hardship Affidavit 


BORROWER’S NAME 

CO-BORROWER’S NAME 

SOCIAL SECURITY NUh4BER 

DATE OF BIRTH 

SOCIAL SECimiTY NUMBER 

DATE OF BIRTH 

LOAN SERVICER 

LOAN NUMBER 

PROPERTY ADDRESS (include city, state and zip): 

I want to: 

The property is my: 

The property Is: 

3 Keep the Property 0 Sell the Property 

3 Primary Residence 0 Second Home H Investment Property 

□ Owner Occupied □ Renter occupied G Vacant 

HARDSHIP AFFIDAVIT 


I (We) ain/are requesting review under the Making Home Affordable program. I am having difficulty making my monthly payment because of 
financial difficulties created by (Please check all that apply): 

G My household income has been reduced. For example □ My mondily debt payments are excessive and I am overextended with my 

unemployment, underemployment, reduced pay or hours, decline cr^itore. Debt includes credit cards, home equity or other debt, 
in business earnings, death, disability or divorce of a borrower or 
co-borrower. 

0 My expenses have increased. For example: monthly mortgage G My cash reserves, including all liquid assets, are insufficient to maintain the 
payment reset, high medical or health care costs, uninsured losses, payment on my mortgage loan and cover basic living expenses at the same time, 
increased utilities or property taxes. 

C Other 

Explanation (attach another page if necessary): 


INFORMATION FOR GOVERNMENT MONITORING PURPOSES 


The following infonnation is requested by the federal government in order to monitor compliance with federal statutes that prohibit discrimination in 
housing. You are not required to furnish this information, but are encouraged to do so. The law provides that a lender or servicer may not 
discriminate either on the basis of this information, or on whether you choose to furnish it. If you furnish the information, please provide both 
ethnicity and race. For race, you may check more than one designation. If you do not furnish ethnicity, race, or sex, the lender or servicer is required 
to note the information on the basis of visual observation or surname if you have made this request for a loan modification in person. If you do not 
wish to furnish the information, please check the box below. 


BORROWER n 1 do not wsh to ftimish ^is information 


Ethnicity: □ Hispanic or Latino 

□ Not Hispanic or Laiino 

Etimicity; □ Hispanic or Latino 

□ Not Hispanic or Latino 

Race; □ Amencan Indian or Maska Native 

□ Aslan 

□ Slack or African American 

O Native Hawaiian or Other Pacific islander 

D White 

Race: □ American Indian or Alaska Native 

□ Asian 

□ Black or African American 

□ Native Hawaiian or Other Pacific islander 

□ White 

Sex: □ Female 

□Mala 

Sex: □ Female 

Dm^ 

To be Comoleted bv Interviewer 

Interviewer's Name {print or type) & ID Number 

Name/Address of Interviewer's Employer 

This aoolication was taken bv: 

0 Face-to-face interview 
□ Mail 

O Telephone 
n internet 

Interviewer's Si^tixe Date 

Interviewer's Phone Number (include area code) 
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AC3CNOWLEDGEMENT AND AGREEMENT 

In making this request for consideration under the Making Home Affordable Program I certify under 
penalty of perjury: 

1. That all of the information in this document is truthful and the event(s) identified on page 1 is/arethe reason that I need to 
request a modification of the terms of my mortgage loan, ^ort sale or deed-in-lieu of foreclosure. 

2. I understand that the Servicer, the U.S. Dqjartment of the Treasury, or its agents may investigate the accuracy of my 
statements, may require me to provide supporting documentation, and that knowingly submitting false information may 
violate Federal law and may result in foreclosure. 

3. I understand the Servicer will pull a current credit rqxnt on all borrowers obligated on the Note. 

4. I understand that if I have intentionally defaulted on my exiting mortgage, engaged in fraud or misrepresented any fact(s) in 
connection with this document, the Servicer may cancel any Agreement under the Home Affordable Modification Program 
and may pursue foreclosure on my home. 

5. I certify that: my property is owner-occupied; 1 intend to reside in this property for the next twelve months; I have not 
received a condemnation notice; and there has been no change in the ownership of the Property since I signed the documents 
for the mortgage that I want to modify. 

6. I am willing to provide all requested documents and to respemd to all Servicer questions in a timely manner. 

7. I understand that the Servicer will use the information in this document to evaluate my eligibility for a loan modification or 
short sale or deed-in-iieu of foreclosure, but the Servicer is not obligated to offer me assistance based solely on the statements 
in this document. 

8. I understand that Servicer will collect and record personal information, including, but not limited to, my name, address, 
telephone number, social security number, credit score, income, payment history, government monitoring information, and 
information about account balances and activity. I understand and consent to the disclosure of my personal information and 
the terms of any Making Home AffoMable Agreement by Servicer to (a) the U.S. Department of the Treasury, (b) Fannie 
Mae and Freddie Mac in connection with their responsibilities under the Homeowner Affordability and Stability Plan; (c) any 
investor, insurer, guarantor or servicer that owns, insures, guarantees or services my first lien or subordinate lien (if 
applicable) mortgage loan(s); (d) companies that perform support services in conjunction with Making Home Affordable; and 
(e) any HUD certified housing counselor. 


Borrower Signature Date Co-Borrower Signature Date 

If you have questions about this document or the modification process, please call your servicer at 

. If you have questions about the program that your servicer cannot ansvi'er or need 

further counseling, you can call the Homeowner’s HOPE'*'” Hotline at 1-888-995-HOPE (4673). The 
Hotline can help with questions about the program and offers free HUD-certified counseling services in 

English and Spanish. 

riTRR^Qas -HOPE! 

KClilM 

■ TJoTiciToBORROWERS ' ^ 

Be advised that you are signing the following documents under penally of pequry. Any misstatement of material 
fact made in the completion of these documents including but not limited to misstatement regarding your 
occupancy in your home, hardship circumstances, and/or income will subject you to potential criminal investigation 
and prosecution for the following crimes: perjury, false statements, mail fraud, and wire ftaud, The information 
contained in these documents is subject to examination and verification. Any potential rresrepresentation will be 
referred to the appropriate iaw enforcement authority for investgalion and prosecution. 

By signing the enclosed documents you certify, represent and agree Uiat: 

“Under penalty of perjury, alt documents and information I have provided to Lender in connection with this 
Agreement, including the documents and information regarding my efigibitily for the program, are true and correct." 

If you are aware of fraud, waste, abuse, mismanagement or mi^'epresentations affiliated vwth the Troubled Asset 
Relief Program, please contact the SIGTARP Hotline by calling 1-877-SIG-2009 (toll-free), 202*622-4559 (Fax), or 
www.siQtarp.qov . Mai! can be sent to Hotline Office of the Special Inspector General for Troubled Asset Relief 
Program, 1801 L St. NW, Washington, DC 20220. 
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Exhibit C 

Trial Period Plan Notice (Stated Income) 
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HELPING YOU STAY IN YOUR HOME. 




MAKING HOME AFFORDABLE 


you may be able to make your payments more affordable. 

Act now to get the help you need! 

[Servicer Logo] 


[Date! 

[Name] 

[Address 1] [Loan number] 

[Address 2] 

Dear 

Congratulations! You are approved to enter into a trial period plan under the Home Affordable Modification 
Program! This is the first step towards lowering your mortgage payments. Please read this letter so that you 
understand all the steps you need to take now to lower your mortgage payments permanently. 

What do ! need to do first? 

To accept this offer, you must make a new monthly payment of $ for the next three months of the trial 

period. This payment is due on the first day of each month. So your first payment Is due , your 

second payment is due and your third payment is due . Send these payments instead of vour 

normal monthly mortgage payment . 

Why is there a trial period? 

The trial period offers you immediate payment relief while we process the paperwork to determine If we can 
offer you a permanent loan modification. It also gives you time to make sure that you can manage the lower 
monthly mortgage payment. Please note that your existing loan and its requirements remain in effect and 
unchanged during the trial period. 

How do I get a permanent modification? 

if you do not make each trial period payment in the month in which it is due, your loan may not be modified 
under the Home Affordable Modification Program. 

In addition to making your trial period payments on time, you must send copies of ail the documents that are 

checked below to , no later than so that we can 

verify the financial information you already provided to us. Use the return envelope provided for your 
convenience. If the documents are not received by [insert the due date again], this offer will end and your 
loan will not be modified. 

□ 1. Your first trial period payment of $ , 

□ 2. The enclosed [Select one] MHA Request for Modification & Affidavit [RMA] OR MHA Hardship 
Affidavit form completed and signed by all borrowers, and 

□ 3. Signed and dated copy of the enclosed IRS Form 4506-T {Request for Transcript of Tax Return) for 
each borrower (borrowers who filed their tax returns Jointly may send in one IRS Form 4506'T signed 
and dated by both of the Joint filers), and 
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□ 4. Documentation that wiil be used by us to verify the income of each borrower. This documentation 
includes: 

For each borrower who receives a salary or hourly wages: 

3 Copy of your two most recent pay stubs that show year-to-date earnings. 

For each borrower who Is self-employed: 

Most recent quarterly or year-to-date profit/loss statement. 

For each borrower who has income such as social security, disability or death benefits, 
pension, adoption assistance, public assistance, or unemployment: 

Copy of benefits statement or letter from the provider that states the amount, frequency 
and duration of the benefit, and 

:: Two most recent bank statements showing receipt of such payment. 

For each borrower who is relying on alimony or child support as qualifying income*: 
r Copy of divorce or other court decree; or separation agreement or other written agreement 
filed with the court that states the amount and period of time over which it will be received, 
and 

0 Two most recent bank statement showing receipt of such payment. 

* You are not required to disclose Child Support, Alimony or Sqraration Maintenatice income, unless you choose to have it 
considered by your servicer. 

For borrowers who are current on their mortgage payments: [Optional - delete if not required 
by investor] 

G Copies of the most recently filed signed federal tax return with all schedules, including 
Schedule E— Supplemental Income and Loss. 

If you have other types of Income, cannot locate the required documents, or have questions about the 
paperwork required, please contact us at [1.000.000.0000]. 

Keep a copy of all documents for vour records. Don't send original income documentation. 

IF YOU DO NOT MAKE YOUR TRIAL PERIOD PAYMENTS OR DO NOT PROVIDE All REQUIRED. SIGNED AND COMPLETED 
DOCUMENTATION FOR EACH BORROWER ON TIME. WE WILL NOT BE ABLE TO DETERMINE WHETHER YOU QUALIFY FOR 
THE HOME AFFORDABLE MODIFICATION PROGRAM. 


if you have further questions about this trial period plan or the program, please call your servicer at 

XXX-XXX-XXXX 


Homeowner’s HOPE^“ Hotline 

If you have questions about the program that your servicer cannot answer or need 
further counseling, call the Homeowner’s HOPE™ Hotline at 1-888-995'HOPE 
(4673). The Hotline can help with questions about the program and offers access to 
free HUD-certified counseling services in English and Spanish. 


If you are aware of fraud, waste, mismanagement, or misrepresentations affiliated 
with the Troubled Asset Relief Program, please contact SIGTARP at 1-877-SIG- 
2009 (toll-free), 202-622-4559 (fax), or www.siatarp.Qov . Mail can be sent to Hotline 
Office of the Special Inspector General for Troubled Asset Relief Program, 1801 L 
St. NW, Washington, DC 20220. 



r888-9fe-HOPE^ 
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Additional Information 

What else should i know about this offer? 

• If you make your new payments timely and submit the paperwork by the deadline, we will not conduct a 
foreclosure sale . 

• You will not be charged any fees for this trial period plan or final modification. 

• If your loan is modified, we will waive all unpaid late charges. 

• Your credit score may be affected by accepting a trial period offer or modification. For more Information 
about your credit score please go to http://www.ftc.gov/bcp/edu/pubs/consumer/credit/cre24.shtm . 

• You may be required to attend credit counseling. 

How was my new payment in the trial period determined? 

Your trial period payment is approximately 31% of your total gross monthly income, which you told us was 

$ . The new payment includes principal and interest and an escrow amount of $ to pay 

property taxes, insurance and other permissible escrow fees. If we were able to modify your loan today, based 

on the information you gave us, we estimate your modified interest rate would be %. If we modify your 

loan permanently after the trial period, the Interest rate may be different due to a variety of factors that affect 
the terms of your final modification. If you did not have an escrow account before, the timing of your tax and 
insurance bills may require that you make a payment to cover any such bills when they come due. This is known 

as an escrow shortage. Your loan has an escrow shortage of $ ; this can either be paid in a lump sum 

when the loan Is modified or over the next years (or months). If you wish to pay the total shortage 

as a lump sum, please contact us. 

What happens if my verified income is different from the amount I told you verbally? 

During the trial period, we will verify your income based on the documentation you must provide. Your verified 
income will determine your eligibility for a permanent modification and Its final terms. If your verified income is 
significantly higher than the income you told us, you may have to restart your trial period with a larger payment 
based on that higher income. Also, if your verified income is different from the amount you gave us verbally, 
you may no longer be eligible for a Home Affordable Modification. 

When will I know if my loan can be modified permanently and how will the modified loan balance be 
determined? 

Once we confirm you are eligible for a Home Affordable Modification and you make ail of your trial period 
payments on time, we will send you a modification agreement detailing the terms of the modified loan. Any 
difference between the amount of the trial period payments and your regular mortgage payments will be added 
to the balance of your loan along with any other past due amounts as permitted by your loan documents. While 
this will Increase the total amount that you owe, it should not significantly change the amount of your modified 
mortgage payment as that is determined based on your total monthly gross income, not your loan balance. 

Are there incentives that I may qualify for If am current with my new payments? 

Once your loan is modified, you can earn a pay-for-success incentive for every month that you make on-time 
payments beginning with the trial period Payments. Depending on your modified monthly payment, you may 
accrue up to $1,000 each year for five years for a total of $5,000. This important benefit, which will be applied 
to your principal balance each year after the anniversary date of your first trial period payment due dote, will 
help you earn equity in your home by reducing the amount that you owe. However, you must remain current 
on your loan. You will lose this benefit if your modified loan becomes 90 days delinquent. 

Will my Interest rate and principal and interest payment be fixed after my loan is permanently modified? 

Once your loan Is modified, your interest rate and monthly principal and Interest payment will be fixed for the 
life of your mortgage unless your initial modified interest rate is below current market Interest rates. In that 
case, the below market interest rate will be fixed for five years. At the end of the fifth year, your interest rate 
may increase by 1% per year until it reaches a cap. The cap will equal the market rate of interest being charged 
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by mortgage lenders on the day your modification agreement Is prepared (the Freddie Mac Primary Mortgage 
Market Survey Rate for SO-year, fixed-rate conforming mortgages). Once your interest rate reaches the cap, it 
will be fixed for the remaining life of your loan. Like your trial period payment, your new monthly payment will 
also include an escrow for property taxes, hazard Insurance and other escrowed expenses. If the cost of your 
homeowner's insurance, property tax assessment or other escrowed expenses increases, your monthly payment 
wilt increase as well. 

If you have any questions or If you cannot afford the trial period payments shown above, but want to remain 
in your home, or if you have decided to leave your home but still want to avoid foreclosure, 
please call us at ###-###-####. We may be able to help you. 


Additional Trial Period Plan Information and Legal Notices 

The terms of your trial period plan below are effective on the day you make your first trial period payment, 
provided you have paid It on or before . You and we agree that: 

• We wiil not proceed to foreclosure sale during the trial period, provided you are complying with the 
terms of the trial period plan, except as detailed below: 

o During trial period, any pending foreclosure action or proceeding will not be dismissed and may 
be immediately resumed if you fail to comply with the terms of the Trial Period Plan or do not 
qualify for a modification. A new notice of default, notice of intent to accelerate, notice of 
acceleration, or similar notice will not be necessary to continue the foreclosure action 
(foreclosure notices). You waive any and all rights to receive such foreclosure notices to the 
extent permitted by applicable law. However, if your property is located in Georgia, Hawaii, 
Missouri, or Virginia and a foreclosure sale Is currently scheduled, the foreclosure sale will not 
be suspended and foreclosure may proceed If you do not make each and every trial period 
payment that is due through the end of the month preceding the month In which the 
foreclosure sale is scheduled to occur. For example, if a foreclosure sale is scheduled In 
February and you do not make your January and any earlier required trial period payment by 
the end of January, the foreclosure sale may proceed in these four states. If a foreclosure sale 
occurs pursuant to this provision, the Trial Period Plan will be deemed to have terminated. 

• During the trial period, we may accept and post your trial period payments to your account and It will 
not affect foreclosure proceedings that have already been started. 

0 The servicer's acceptance and posting of your new payment during the trial period will not be 
deemed a waiver of the acceleration of your loan or foreclosure action and related activities, 
and shall not constitute a cure of your default under your loan unless such payments are 
sufficient to completely cure your entire default under your loan. 

• If your monthly payment did not include escrows for taxes and insurance, you are now required to do 
so: 

o You agree that any prior waiver that allowed you to pay directly for taxes and Insurance is 
revoked. You agree to establish an escrow account and to pay required escrows into that 
account. 

• Your current loan documents remain in effect; however, you may make the trial period payment instead 
of the payment required under your loan documents: 

o You agree that all terms and provisions of your current mortgage note and mortgage security 
instrument remain in full force and effect and you will comply with those terms; and that 
nothing in the Trial Period Plan shall be understood or construed to be a satisfaction or release 
in whole or in part of the obligations contained in the loan documents. 
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Exhibit D 

Trial Period Plan Notice (Verified Income) 
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HELPING YOU STAY IN YOUR HOME. 


MAKING HOME AFFORDABLE 


[Servicer Logo] 


You may be able to make your payments more affordable. 

Act now to get the help you need! 


[Date] 

(Name] 

[Address 1] [Loan number] 

[Address 2] 

Dear 

Congratulations! You are approved to enter into a trial period plan under the Making Home Affordable 
program! This is the first step towards lowering your mortgage payments. Please read this letter so that you 
understand ail the steps you need to take now to lower your mortgage payments permanently. 

What do I need to do first? 

To accept this offer, you must make a new monthly payment of $ for the next three months of the trial 

period. This payment is due on the first day of each month. So your first payment is due , your 

second payment is due and your third payment is due . Send these payments Instead of your 

normal monthly mortgage payment. 

Why Is there a trial period? 

The trial period offers you Immediate payment relief and it gives you time to make sure that you can manage 
the lower monthly mortgage payment. Please note that your existing loan and its requirements remain In effect 
and unchanged during the trial period. 

How do I get a permanent modification? 

You must make all of your trial period payments by their due dates; if you do not make each of your trial period 
payments in the month in which it is due, your loan will not be modified under Making Home Affordable. 

If you have further questions about this trial period plan or the program, please call your servicer at 

XXX-XXX-XXXX 


Homeowner’s HOPE™ Hotline 

If you have questions about the program that your servicer cannot answer or need 
further counseling, call the Homeowner’s HOPE™ Hotline at 1-888-995'HOPE 
(4673). The Hotline can help with questions about the program and offers access to 
free HUD-certified counseling services In English and Spanish. 


If you are aware of fraud, waste, mismanagement, or misrepresentations affiliated 
with the Troubled Asset Relief Program, please contact SIGTARP at 1-877-SiG- 
2009 (toll-free), 202-622-4559 (fax), or www.siQtarD.Qov . Mail can be sent to Hotline 
Office of the Special InspectorGeneralforTroubled AssetReliefProgram, 1801 L 
St. NW. Washington, DC 20220. 


’’Homeoiwflsf'S' 
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Additional Information 


What else should I know about this offer? 

• (f you make your new payments timely, we will not conduct a foreclosure sale . 

• You will not be charged any fees for this Trial Period Plan or final modification. 

• If your loan is modified, we will waive ail unpaid late charges. 

• Your credit score may be affected by accepting a trial period offer or modification. For more information 
about your credit score please go to http://www.ftc.gov/bcp/edu/pubs/consumer/credit/cre24.shtm . 

• You may be required to attend credit counseling. 

How was my new payment In the trial period determined? 

Your trial period payment is approximately 31% of your total gross monthly income, which is $ . The 

new payment includes principal and interest and an escrow amount of $ to pay property taxes, 

insurance and other permissible escrow fees. If we were able to modify your loan today, based on the 

Information you gave us, we estimate your modified Interest rate would be %. If we modify your loan 

permanently after the trial period, the interest rate may be different due to a variety of factors that affect the 
terms of your final modification. If you did not have an escrow account before, the timing of your tax and 
insurance bills may require that you make a payment to cover any such bills when they come due. This is known 

as an escrow shortage. Your loan has an escrow shortage of $ ; this can either be paid in a lump sum 

when the loan is modified or over the next years (or months). If you wish to pay the total shortage 

as a lump sum, please contact us. 

When will I know if my loan can be modified permanently and how will the modi^ed loan balance be 
determined? 

Once you make all of your trial period payments on time, we will send you a modification agreement detailing 
the terms of the modified loan. Any difference between the amount of the trial period payments and your 
regular mortgage payments will be added to the balance of your loan along with any other past due amounts as 
permitted by your loan documents. While this will increase the total amount that you owe, it should not 
significantly change the amount of your modified mortgage payment as that Is determined based on your total 
monthly gross income, not your loan balance. 

Are there incentives that 1 may qualify for if am current with my new payments? 

Once your loan is modified, you can earn a pay-for-success Incentive for every month that you make on-tIme 
payments beginning with the trial period payments. Depending on your modified monthly payment, you may 
accrue up to $1,000 each year for five years for a total of $5,000. This important benefit, which will be applied 
to your principal balance each year after the anniversary date of your first trial period payment due date, will 
help you earn equity in your home by reducing the amount that you owe. However, you must remain current 
on your loan. You will lose this important benefit if your modified mortgage becomes 90 days delinquent. 

Will my interest rate and principal and interest payment be fixed after my loan is permanently modified? 

Once your loan is modified, your interest rate and monthly principal and Interest payment will be fixed for the 
life of your mortgage unless your initial modified interest rate Is below current market interest rates. In that 
case, the below market interest rate will be fixed for five years. At the end of the fifth year, your interest rate 
may increase by 1% per year until it reaches a cap. The cap will equal the market rate of interest being charged 
by mortgage lenders on the day your modification agreement is prepared (the Freddie Mac Primary Mortgage 
Market Survey Rate for 30-year, fixed-rate conforming mortgages). Once your Interest rate reaches the cap, it 
wi(! be fixed for the remaining life of your loan. Like your trial period payment, your new monthly payment will 
also Include an escrow for property taxes, hazard insurance and other escrowed expenses. If the cost of your 
homeowner's insurance, property tax assessment or other escrowed expenses increases, your monthly payment 
will increase as well. 
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If you have any questions or if you cannot afford the trial period payments shown above, but want to remain 
in your home, or if you have decided to leave your home but still want to avoid foreclosure, 
please cal! us at ###-###-####. We may be able to help you. 


Additional Trial Period Plan Information and Legal Notices 

The terms of your trial period plan below are effective on the day you make your first trial period payment, 
provided you have paid it on or before . You and we agree that: 

• We will not proceed to foreclosure sale during the trial period, provided you are complying with the 
terms of the trial period plan, except as detailed below: 

o During trial period, any pending foreclosure action or proceeding will not be dismissed and may 
be Immediately resumed if you fall to comply with the terms of the trial period plan or do not 
qualify for a modification. A new notice of default, notice of intent to accelerate, notice of 
acceleration, or similar notice will not be necessary to continue the foreclosure action 
(foreclosure notices). You waive any and all rights to receive such foreclosure notices to the 
extent permitted by applicable law. However, if your property is located in Georgia, Hawaii, 
Missouri, or Virginia and a foreclosure sale is currently scheduled, the foreclosure sale will not 
be suspended and foreclosure may proceed If you do not make each and every trial period 
payment that is due through the end of the month preceding the month in which the 
foreclosure sale is scheduled to occur. For example, if a foreclosure sale is scheduled in 
February and you do not make your January and any earlier required trial period payment by 
the end of January, the foreclosure sale may proceed in these four states. If a foreclosure sale 
occurs pursuant to this provision, the trial period plan will be deemed to have terminated. 

• During the trial period, we may accept and post your trial period payments to your account and it will 
not affect foreclosure proceedings that have already been started. 

0 The servicer's acceptance and posting of your new payment during the trial period will not be 
deemed a waiver of the acceleration of your loan or foreclosure action and related activities, 
and shall not constitute a cure of your default under your loan unless such payments are 
sufficient to completely cure your entire default under your loan. 

• If your monthly payment did not include escrows for taxes and insurance, you are now required to do 
so: 

0 You agree that any prior waiver that allowed you to pay directly for taxes and Insurance is 
revoked. You agree to establish an escrow account and to pay required escrows into that 
account. 

• Your current loan documents remain in effect; however, you may make the trial period payment instead 
of the payment required under your loan documents: 

0 You agree that all terms and provisions of your current mortgage note and mortgage security 
instrument remain In full force and effect and you will comply with those terms; and that 
nothing in the trial period plan shall be understood or construed to be a satisfaction or release 
In whole or in part of the obligations contained in the loan documents. 
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Help for America’s Homeowners 

MAKING HOME AFFORDABLE 


Supplemental Directive 09-06 September 11, 2009 

Home Affordable Modification Program - Data Collection and 
Reporting Requirements Guidance 

Background 

In Supplemental Directive 09-01, the Treasury Department (Treasury) announced the eligibility, 
underwriting and servicing requirements for the Home Affordable Modification Program 
(HAMP). Under HAMP, servicers apply a uniform loan modification process to provide eligible 
borrowers with sustainable monthly payments for their first lien mortgage loans. Pursuant to 
Supplemental Directive 09-01, servicers are required to periodically provide HAMP loan level 
data to Fannie Mae, as HAMP program administrator. Exhibit D to Supplemental Directive 09- 
01 (“Exhibit D”) described the data requirements that are required to be collected and reported 
starting October 2009 for mortgage loans evaluated for HAMP. This Supplemental Directive 
provides further guidance with respect to a portion of the data requirements in Exhibit D that 
must be collected and reported by servicers to Fannie Mae in its capacity as HAMP program 
administrator. 

For purposes of this Supplemental Directive, a mortgage loan has been “evaluated” for HAMP 
when one of the following has occurred: 

• a borrower has submitted a written request (either hardcopy or electronic submission) for 
consideration for a HAMP modification which includes, at a minimum, current borrower 
income and a reason for default or explanation of hardship, as applicable; or 

• a borrower has verbally provided sufficient financial and other data to allow the servicer 
to complete a Net Present Value (NPV) analysis; or 

• a borrower has been offered a Trial Period Plan. 

Collection of Data 

Servicers must collect the following in accordance with the applicable Schedule to this 
Supplemental Directive: 

• Data elements specified in Schedule I titled “Identifying Information,” Schedule 11 titled 
“Government Monitoring Data,” and Schedule III titled “NPV Model Inputs” for: 

o each mortgage loan that entered an official HAMP modification on or after 
December 1, 2009; 

o each mortgage loan that entered a HAMP trial period with a Trial Period Plan 
Effective Date on or after December 1, 2009; 
o each mortgage loan evaluated for HAMP on or after December 1, 2009; 
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• Data elements specified in Schedule IV titled “Not Approved/Not Accepted Reason 
Codes,” for each mortgage loan evaluated for HAMP that, on or after December 1, 2009, 
did not enter a HAMP trial, fell out of a HAMP trial or, after the HAMP trial, did not 
result in an official HAMP modification. 

Reporting of Data 

Servicers must report the data elements specified in Schedules I, II and III, as applicable, to 
Fannie Mae, on or before the 4'*' business day of the month folloiving the month in which such 
data elements were collected (the “Reporting Date”). When reporting data for an official HAMP 
modification, servicers must report all data elements on Schedules I, II and 10 even if some of 
the data was previously reported Data for an official HAMP modification or HAMP trial period 
plan with an effective date of December 1 must be reported on or before January 4, 2010 even if 
the data was collected before December. For example, data collected in October for a HAMP 
trial period plan effective December 1, is reported on or before January 4, 2010. 

In addition, if a mortgage loan is evaluated for HAMP and does not enter a HAMP trial, falls out 
of a HAMP trial, or, after the HAMP trial, does not result in an official HAMP modification, 
then such an event would trigger additional reporting by the servicer. On the Reporting Date in 
the month following the month in which such a trigger event occurred, servicers must report to 
Fannie Mae a Reason Code as set forth on Schedule IV that appropriately describes the reason 
the mortgage loan was determined to be ineligible for HAMP. 

For further reference, Exhibit A to this Supplemental Directive sets forth additional guidance 
regarding which data is required to be reported for mortgage loans under scenarios that may 
occur when a mortgage loan is evaluated for HAMP, Each time data elements on Schedules II, 

III or IV are reported, servicers must re-submit the applicable current data on Schedule I. 

Servicers are reminded that the Schedules to this Supplemental Directive do not describe all of 
the data servicers must retain; they address only the data that must be reported to Fannie Mae. 

Future Data Reporting Requirements 

As noted above, this Supplemental Directive addresses some, but not all of the data requirements 
in Exhibit D. The following data will be addressed in a future Supplemental Directive to be 
published in October 2009: 

• Selected data on loan, borrower, and property characteristics as of origination, to the 
extent already required by OCC or OTS to be reported under “Mortgage Metrics”; 

• Purpose of loan (e.g., home purchase, refinance, cash-out refi); 

• Information about foreclosure suspension; 

• Information about reliance on non-borrower household income; 

• Flag for borrower in bankruptcy at time of modification; 

• Flag for borrower in loss mitigation prior to modification; 

• Information about involvement of a third party representing the borrower; and 

• Information about mortgage insurance. 
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Compliance 

Treasury has selected Freddie Mac to serve as its compliance agent for the HAMP. 
Supplemental Directive 09-01 describes the overall roles and responsibilities of both servicers 
and the compliance agent in performing servicer reviews and oversight, which are unchanged by 
this Supplemental Directive. As compliance agent, Freddie Mac will incorporate this expanded 
data reporting into its servicer reviews, which will include validation of NPV inputs and outputs, 
and reasonableness of “Not Approved/Not Accepted” Reason Codes, based on reviews of loan 
file documentation. Additional information will be provided to servicers as part of the conduct 
of the compliance agent’s reviews. 
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Exhibit A - Scenarios and Data Set Reporting Requirements 


Scenario 

Data Set Reporting Requirements 

1 

A trial is not offered or 
is not accepted by a 
borrower and the 
government monitoring 
data IS NOT available. 

Schedule I - Identifying Info 

This data is required to be reported 

Schedule 11 - Govt Monitening 

This data set is not required to be reported 

Schedule Hi - NPV Model 

Inputs 

This data set is not required to be reported in this scenario but if the 

NPV was run, it should be provided, If the servicer is using the Base 

NPV model (Treasury hosted), the NPV data submission is not required. 

Schedule IV - Reason Code 

The sCTvicer must report appropriate Trial Not Approved/Not Accepted 
Reason G)de 

Other 

In tills case the Race/Ethnicity/Gender Source Type Code must be equal 
to “Not Avaiiabie” 

2 

A trial is not offered or 
is not accepted by a 
borrower and the 
government monitoring 
data IS available. 

Schedule 1 - Identifying Info 

This data set is required to be reported 

Schedule 11 - Govt Monitoring 

This data set is required to be reported 

Schedule III -NPV Model 

Inputs 

This data set is not required to be reported for this scenario but if the 

NPV was run, it should be provided. If the servicer is using tiie Base 

NPV model (Treasury hosted), the NPV data submission is not required. 

Schedule iV - Reason Code 

The servicer must report appropriate Trial Not Approvecl/Not Accepted 
Reason Code. 

Other 

In this case the Race/Ethnicity/Gender Source Type Code must not be 
equal to “Not Available” 

3 

A trial was entered into 
by the borrower and 
the loan did not enter 
an official HAMP 
modification BEFORE 
the government 
monitoring data was 
obtained. 

Schedule I - Identifying Info 

This data set is required to be rqjorted 

Schedule II - Govt Monitoring 

This data set is not required to be reported 

Schedule III -NPV Model 

Inputs 

This data set is required to be reported. If the servicer is using the Base 
NPV model (Treasury hosted), the NPV data submission is not required 
to be reported. 

Schedule iV - Reason Code 

The servicer must report the appropriate Trial Not Approved/Not 

Accqited Reason Code. 

Other 

In this case the Race/Ethnicity/Gender Source Type Code must be equal 
to “Not Available” 

4 

A trial was entered into 
by the borrower and 
the loan did not enter 
an official HAMP 
modification AFTER 
the government 
monitoring data was 
obtained. 

Schedule I - Identifying Info 

This data set is required to be reported 

Schedule II - Govt Monitoring 

This data set is required to be reported 

Schedule III - NPV Model 

Inputs 

This data set is required to be reported for this scenario. If the servicer 
is using the Base NPV model (Treasury hosted), the NPV data 
submission is never required to be reported. 

Schedule IV - Reason Code 

The servicer must report the appropriate Trial Not Approved/Not 

Accepted Reason Code 

Other 

In this case the Race/Ethnicity/Gender Source Type Code must not be 
equal to “Not Available” 

5 

Borrower enters a trial 
period for a 
modification 

Schedule I - Identifying Info 

This data set is required to be reported 

Schedule 11 - Govt Monitoring 

The servicer must report the government monitoring data on this data 
submission. The servicer may choose to submit the Govt Monitoring 
data with the NPV in one transaction or can submit the Govt Monitoring 
separately from the NPV data. In any case, all data must be submitted 
before the modification becomes official. 

Schedule III - NPV Model 

Inputs 

This data set is required to be reported. If the servicer is using the Base 
NPV model (Tr«isuty hosted), the NPV data submission is never 
required. The servicer may choose to submit the NPV data witii the 

Govt Monitoring data in one transaction or can submit the NPV data 
sqiarately from the Govt Monitoring data. In any case, all data must be 
submitted before tiie modification becomes official. 

Schedule IV - Reason Code 

This data set is not required to be reported 
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Help for America’s Homeowners 

MAKING HOME AFFORDABLE 


Supplemental Directive 09-04 July 31, 2009 

Home Affordable Modification Program - Home Price Decline 
Protection Incentives 

Background 

In Supplemental Directive 09-01, the Treasury Department (Treasury) announced the eligibility, 
underwriting and servicing requirements for the Home Affordable Modification Program 
(HAMP). Under HAMP, servicers apply a uniform loan modification process to provide eligible 
borrowers with sustainable monthly payments for their first lien mortgage loans. This 
Supplemental Directive introduces the Home Price Decline Protection (HPDP) incentives, an 
initiative designed to encourage modification of loans in markets hardest hit by falling home 
prices. The HPDP initiative provides investors with additional incentives for HAMP 
modifications of loans on properties located in areas where home prices have recently declined 
and where investors are concerned that price declines may persist. HPDP incentive payments 
will be linked to the rate of recent home price decline in a local housing market, as well as the 
unpaid principal balance and mark-to-market loan-to-value ratio of the mortgage loan. 

Mortgage loans that are owned or guaranteed by Fannie Mae or Freddie Mac are not eligible for 
HPDP incentive compensation. 

This Supplemental Directive covers the following topics: 

• Eligibility 

• HPDP Calculation 

• Incentive Compensation 

• Compliance 

Eligibility 

A mortgage loan must have been modified under HAMP for the related investor to be eligible for 
HPDP incentive payments, HPDP incentive payments will be made only with respect to HAMP 
modifications with NPV Dates (defined below) on or after September 1, 2009. No incentives of 
any kind will be paid if (i) the servicer has not executed a Servicer Participation Agreement to 
participate in HAMP, (ii) the borrower did not successfully complete the trial period and execute 
a HAMP modification agreement or (iii) the HAMP modification did not reduce the borrower’s 
monthly mortgage payment by at least six percent. 

Further, HPDP incentive compensation will discontinue if (i) the borrower loses good standing 
under HAMP or (ii) the mortgage loan is paid in full. As described in Supplemental Directive 
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09-01, a borrower loses good standing under HAMP if he or she misses three payments on a 
HAMP modification (three payments are due and unpaid on the last day of the third month). 

HPDP Calculation 


The HPDP incentive payments to be paid by Treasury are calculated based upon the following 
three characteristics of the mortgage loan receiving a HAMP modification: 

(i) an estimate of the cumulative projected home price decline over the next year, as 
measured by changes in the home price index over the previous two quarters in 
the applicable local market (MSA or non-MSA region) in which the related 
mortgaged property is located; 

(ii) the unpaid principal balance (UPB) of the mortgage loan prior to modification 
under HAMP; and 

(iii) the mark-to-market loan-to-value ratio (MTM-LTV) of the mortgage loan based 
on the UPB of the mortgage loan prior to modification under HAMP. 

The first characteristic of the HPDP incentive payment calculation, the cumulative projected 
home price decline over the next year, expressed in percentage points (projected home price 
decline), is related to recent momentum in local market home prices. The projection is 
calculated from the percentage changes in the local home price index in the most recent previous 
two quarters for which data is available. 

A table of home price index values for each local market (Home Price Index Table) is provided 
at www.HMPadmin.com . The Home Price Index Table will be updated quarterly, and the 
updated values will be effective for the following calendar quarter. 

The second characteristic, the UPB of the mortgage loan prior to modification under HAMP, 
involves assignment of the loan to one of five UPB quintiles. The quintile assignments 
determine the dollar payment per percentage point of projected price decline by UPB. Quintile 
assignments will not change over the course of the program. A listing of UPB quintile 
assignments by UPB ranges is provided in Exhibit A to this Supplemental Directive. 

The third characteristic, the MTM-LTV of the mortgage loan based on the UPB of the mortgage 
loan prior to modification under HAMP, further affects HPDP incentive payments by applying a 
weighting factor to the payment. HPDP incentive payments will be weighted according to a 
mortgage loan’s MTM-LTV in accordance with Exhibit B to this Supplemental Directive. 

Exhibit C to this Supplemental Directive provides an example calculation of the HPDP incentive 
payment for a hypothetical mortgage loan modified under HAMP. 

Fannie Mae will determine the potential HPDP incentive payable for a HAMP modification as of 
the date the NPV model initially is run by the servicer to evaluate the borrower’s eligibility to 
receive a HAMP offer (NPV Date). The NPV Date for determining the potential HPDP 
incentive payment is the same date that the servicer must report in the NPV Date data field as 
part of the trial period set up file for the mortgage loan. 
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The HPDP incentive payment is an input in version 3.0 of the base NPV model, the details of 
which will be made available in early August 2009. The base NPV model will access the proper 
HPDP incentive payment for each NPV calculation, so servicers that use the base NPV model 
via www.HMPadmin.com will not need to take any action with respect to the HPDP incentive 
payment. Servicers that integrate the base NPV model into their systems or customize the NPV 
model in accordance with HAMP requirements are responsible for ensuring that they incorporate 
the required HPDP determination functionality into their version of the NPV model. The HPDP 
incentive payment amount used for a mortgage loan in the NPV model on the NPV Date used to 
determine the borrower’s HAMP eligibility should be used in any subsequent runs of the NPV 
model for that mortgage loan. 

Specific details regarding the use of the HPDP incentive payment in the NPV model will be 
provided in the model documentation for version 3.0 of the base NPV model. Version 3.0 of the 
base NPV model will not be released for use on www.HMPadmin.com until September 1 , 2009, 
and servicers integrating or customizing the model may not use version 3.0 of the NPV model 
until September 1, 2009. 

Incentive Compensation 

The potential HPDP incentive payable for a HAMP modification will accrue over a two-year 
period. An investor will accrue l/24th of the total HPDP incentive payment for every month in 
which the borrower remains in good standing under HAMP. The accrued HPDP incentive 
payments to the investor will include payments for each trial period month. However, if the trial 
period is not completed successfully, no HPDP incentives will be paid to an investor. HPDP 
incentive payments will cease to accrue once a borrower loses good standing under HAMP or is 
paid in full. However, investors will be entitled to all accrued but unpaid HPDP incentive 
payments. 

Payments of accrued HPDP incentives will be made on an annual basis on each of the first 
anniversary and the second anniversary of the date on which the first trial period payment is due 
under the Trial Period Plan. 

The amount of funds available to pay HPDP and all other incentive compensation in connection 
with each servicer’s HAMP modifications will be capped pursuant to each servicer’s Servicer 
Participation Agreement (Program Participation Cap). Treasury will establish each servicer’s 
initial Program Participation Cap by estimating the number of modifications expected to be 
performed by each servicer during the term of HAMP. The Program Participation Cap can be 
adjusted based on subsequent re-estimation of the number of HAMP modifications the servicer is 
expected to perform during the term of HAMP. 

The funds remaining available for a servicer’s modifications under that servicer’s Program 
Participation Cap will be reduced by the maximum amount of incentive payments, including 
HPDP, potentially payable with respect to each HAMP modification upon entering into a trial 
period. In the event the HPDP or other incentive payments actually paid with respect to a 
HAMP modification are less than the maximum amount potentially payable, the funds remaining 
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available for a servicer’s HAMP modifications will be increased by the difference between such 
amounts. 

Treasury may, from time to time and in its sole discretion, revise a servicer’s Program 
Participation Cap. Fannie Mae will provide written notification to a servicer of all changes made 
to the servicer’s Program Participation Cap. Once a servicer’s Program Participation Cap is 
reached, no HPDP or other incentive payments will be made with respect to any new HAMP 
modifications. 

Compliance 

Treasury has selected Freddie Mac to serve as its compliance agent for the HAMP. In its role as 
compliance agent, Freddie Mac will utilize Freddie Mac employees and contractors to conduct 
independent compliance assessments of the HPDP in conjunction with the HAMP as outlined in 
Supplemental Directive 09-01. 
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EXHIBIT A 

UPB QUINTILE BASE AMOUNTS 



UPB Prior to 
Modification 

Qiiiiiiili' i’a.tmciu pci 
Pfrcciilagc I'liini Di'clinc in 
House I'rict Indcs 

1 

$0- $73,000 

$200 

2 

greater than $73,000 - $1 16,000 

$300 

3 

greater than $1 16,000 - $169,000 

$400 

4 

greater than $169,000 - $259,000 

$500 

5 

greater than $259,000 

$600 
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EXHIBIT B 

MTM-LTV WEIGHTING FACTORS 


MTM-LTV 

(based on UPB prior to modification) 

- 

Weighting Factor 

less than 70% 

0 

at least 70% but less than 80% 

1/3 

at least 80% but less than 90% 

2/3 

90% or greater 

1 
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EXHIBIT C 

EXAMPLE HPDP CALCULATION 

This example illustrates the calculation of the HPDP incentive payment for a hypothetical 
mortgage loan modified under HAMP, The HPDP incentive payment is calculated by 
multiplying the MTM-LTV weighting factor by the UPB quintile amount, and then multiplying 
the result by the projected home price decline. 

Assume for a hypothetical mortgage loan being modified under HAMP: 

• the NPV Date for the HAMP modification is September 1, 2009; 

• the projected home price decline value based on the Home Price Index Table is 

10 ; 

• the UPB is $1 10,000, which results in a quintile assignment of 2, and, as a result, 
a quintile base amount of $300; and 

• the loan’s MTM-LTV is 85%, which results in a weighting factor of 2/3. 


The resulting total HPDP incentive payment potentially payable to an investor over a two-year 
period relating to a HAMP modification of this hypothetical mortgage loan would be: 

HPD Value * UPB Quintile Payment * MTM-LTV Weighting Factor 

10 $300 2/3 = $2,000 

If the borrower of this hypothetical mortgage loan above has a first trial period payment due date 
in October 2009, successfully completes the trial period and then loses good standing in 
December 2010, the investor would be paid 12/24 of the total HPDP incentive payment, or 
$1,000, on October 1, 2010, and 2/24 of the total HPDP incentive payment, or $166.67, on 
October 1,2011. 
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Help for America’s Homeowners 

MAKING HOME AFFORDABLE 


Supplemental Directive 09-03 July 6, 2009 

Home Affordable Modification Program - Trial Period Guidance 

In Supplemental Directive 09-01, the Treasury Department (Treasury) aiuiounced the 
eligibility, underwriting and servicing requirements for the Home Affordable 
Modification Program (HAMP). Under the HAMP, servicers apply a uniform loan 
modification process to provide eligible borrowers with sustainable monthly payments 
for their first lien mortgage loans. This Supplemental Directive provides additional 
guidance with respect to the commencement of the trial period and the reporting 
requirements for trial period and loan set up. This Supplemental Directive also provides 
servicers with a new option with respect to the commencement of the modification. 

Commencement of Trial Period 


A borrower’s trial period starts on the Trial Period Plan Effective Date, which is a field in 
the Trial Period Plan that is completed by the servicer. If the servicer transmits the Trial 
Period Plan to the borrower on or before the 15th day of a calendar month, then the 
servicer should insert the first day of the next month as the Trial Period Plan Effective 
Date. If the servicer transmits the Trial Period Plan to the borrower after the 15th day of 
a calendar month, the servicer should use the first day of the month after the next month 
as the Trial Period Plan Effective Date. This determination should be based on the date 
of the cover letter used to transmit the Trial Period Plan to the borrower. 

For example, if the servicer completes the Trial Period Plan and transmits it to the 
bortower on June 2nd, the seivicer should use July 1st as the Trial Period Plan Effective 
Date. If the servicer completes the Trial Period Plan and transmits it to the borrower on 
June 27th, the servicer should use August 1st as the Trial Period Plan Effective Date. 

The date that the first trial period payment is due under the terms of the Trial Period Plan 
must be the same date as the Trial Period Plan Effective Date. The servicer must receive 
the borrower’s first trial period payment on or before the last day of the month in which 
the Trial Period Plan Effective Date occurs (“Trial Period Offer Deadline”). The servicer 
must consider the Trial Period Plan offer to have expired if the servicer does not receive 
the borrower’s first trial period payment by the Trial Period Offer Deadline. Servicers 
are reminded, as provided in Supplemental Directive 09-01, that the servicer may, in its 
discretion, consider the offer of a Trial Period Plan to have expired at the end of 60 days 
if the borrower has not submitted both an executed Trial Period Plan and complete 
documentation as required under the Trial Period Plan. Further, a servicer must not 
execute the Trial Period Plan or return it to the borrower until after confirming the 
borrower meets all eligibility criteria based on the borrower’s verified documentation. 
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Trial Period and Loan Set Up Reporting Requirements 

The servicer should begin trial period reporting once the servicer receives the borrower’s 
first trial period payment (as long as that payment is received by the servicer on or before 
the last day of the month in which the Trial Period Plan Effective Date occurs), regardless 
of whether the servicer has received an executed copy of the Trial Period Plan or the 
required income verification documentation from the borrower. The servicer must 
provide to Fannie Mae, as program administrator, the trial period set up attributes set 
forth in Appendix A of the HAMP Servicer Reporting Requirements available on 
www.HMPadmin.com no later than the fourth business day of the month immediately 
following the month in which the Trial Period Plan Effective Date occurs. For example, 
if the Trial Period Plan Effective Date is July 1st and the servicer receives the borrower’s 
first trial period payment on or before July 31st (including pa 3 mients received by the 
servicer prior to July 1st), the servicer must report to Fannie Mae the trial period set up 
attributes by the fourth business day of August. 

Notwithstanding the guidance provided in Supplemental Directive 09-01 regarding the 
timing of the loan set up reporting requirement relating to a modification, the servicer is 
required to provide to Fannie Mae, as program administrator, the loan set up attributes set 
forth in Appendix A of the HAMP Servicer Reporting Requirements available on 
www.HMPadmin.com no later than the fourth business day of the month in which the 
modification is effective. For example, if a modification is effective as of September 1st, 
the servicer must provide to Fannie Mae the loan set up attributes no later than the fourth 
business day of September. 

Commencement of Modification 


A servicer should prepare the HAMP modification agreement (the “Agreement”) in order 
to allow sufficient processing time for the modification to become effective on the first 
day of the month following the final trial period month. However, in the event the 
borrower does not pay the final trial period payment on or before the due date set forth in 
Section 2 of the Trial Period Plan, then the servicer may, at its option, complete the 
Agreement such that the modification becomes effective on the first day of the second 
month following the final trial period month. In either instance, the modification 
effective date and the due date for the first payment under the Agreement must be the 
same date. A servicer must treat all borrowers the same in applying this option by 
selecting, in its discretion and evidenced by a written policy, the date by which the final 
Trial Period Payment must be submitted before the servicer applies this option (“cutoff 
date”). The cutoff date must be after the due date for the final trial period payment as set 
forth in Section 2 of the Trial Period Plan. 

If the servicer elects this option, the borrower will not be required to make an additional 
trial period payment during the month (the “interim month”) in between the final trial 
period month and the month in which the modification becomes effective. For example, 
if the last trial period month is March and the servicer elects the option described above. 
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the borrower is not required to make any payment during April, and the modification 
becomes effective, and the first payment under the Agreement is due, on May 1 st. 

Neither the borrower nor the servicer will be entitled to accrue incentive compensation 
for the interim month if the borrower does not make a trial period payment during the 
interim month. The servicer must modify the Home Affordable Modification Agreement 
Cover Letter to inform the borrower about (i) the delay of the modification effective date 
by one month and (ii) the effects of the interim month and the delay in the effective date 
of the Agreement, including, but not limited to, the delay in the effective date of the 
modified interest rate, the increase in the delinquent interest capitalized, and the loss of 
one month’s accrual of the incentive payment if the bonwer does not make an additional 
trial period payment. 

The servicer should report the length of the trial period on the loan set up record, 
excluding the interim month if the borrower does not make an additional trial period 
payment, and including the interim month if the borrower does make an additional trial 
period payment. As provided above, the servicer must provide to Fannie Mae, as 
program administrator, the loan set up attributes set forth in Appendix A of the HAMP 
Servicer Reporting Requirements available on vvww.HMPadmin.com no later than the 
fourth business day of the month in which the modification is effective. The effects of 
the interim month and attendant capitalization on the terms of the modification agreement 
may not alter the servicer’s previous determination of the borrower’s eligibility. 


Supplemental Directive 09-03 


Page 3 


485 


MAKING 

HOME 

AFFORDABIE 


Home Affordable Modification Program 


Supplemental Directive 09-02 April 21, 2009 

Fair Housing Obligations under the Home Affordable 
Modification Program 

To help servicers implement the HAMP, this Supplemental Directive addresses the 
collection of data on the race, ethnicity, and sex of borrowers involved in potential loan 
modifications under the HAMP (Government Monitoring Data). To this end, the 
Treasury Department (Treasury) has directed Fannie Mae, in its capacity as a financial 
agent of the United States, to enter into agreements on behalf of the Department of 
Housing and Urban Development (HUD) with loan servicers participating in the HAMP 
for the purpose of directing servicers to request Government Monitoring Data in order to 
monitor compliance with the Fair Housing Act, 42 U.S.C. 3601 et sea , (the Act) and 
other applicable fair lending and consumer protection laws. HUD has informed Treasury 
that it is requesting the monitoring information pursuant to this authority and its general 
regulatory authority under the Fair Housing Act. HUD and Treasuiy consider any 
agreements entered into between servicers and Fannie Mae on behalf of HUD pursuant to 
this Supplemental Directive to be agreements entered into with an enforcement agency to 
monitor or enforce compliance with federal law, within the meaning of 12 C.F.R. 
202.5(a)(2). 

Treasury has specified that the Government Monitoring Data shall be collected in the 
Home Affordable Modification Program Hardship Affidavit (Hardship Affidavit). 
Servicers shall request, but not require, that each borrower who completes a Hardship 
Affidavit in connection with the HAMP fiimish the Government Monitoring Data. If any 
borrower chooses not to provide the Government Monitoring Data, or any part of it, the 
servicer must note that fact on the Hardship Affidavit in the space provided. In such 
circumstances, and if the Hardship Affidavit is completed in a face-to-face setting, the 
servicer, its representative or agent shall then also note on the form, to the extent possible 
on the basis of visual observation or surname, the race, ethnicity and sex of any borrower 
or co-boiTower who has not furnished the Government Monitoring Data. If any borrower 
declines or fails to provide the Government Monitoring Data on a Hardship Affidavit 
taken by mail or telephone or on the Internet, the data need not be provided. In such 
circumstances, the servicer must indicate that the Hardship Affidavit was received by 
mail, telephone, or Internet, if it is not otherwise evident on the face of the Hardship 
Affidavit. 

Servicers must collect the Government Monitoring Data and report the data to Fannie 
Mae in accordance with the directions and schedule for phase-in provided in Exhibit D of 
Supplemental Directive 09-01 . 

Federal Reserve Boai'd regulations interpreting the Equal Credit Opportunity Act 
(ECOA) permit creditors to collect information on the race, ethnicity and sex of 
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boiTowers if the information is “required by a regulation, order, or agreement issued by, 
or entered into with a court or an enforcement agency (including the Attorney General of 
the United States or a similar state official) to monitor or enforce compliance with 
[ECOA], this regulation, or other federal or state statutes or regulations.” 12 C.F.R. 
202.5(a)(2). 

Fannie Mae, pursuant to the Servicer Participation Agreement, incorporates this 
Supplemental Directive into the Servicer Participation Agreement by reference. As a 
result, this Supplemental Directive: (a) constitutes an agreement entered into between 
Fannie Mae, on behalf of HUD, and servicers participating in the HAMP with respect to 
Non-GSE Mortgages; and (b) is an agreement entered into by participating servicers with 
an enforcement agency (HUD) to permit the enforcement agency to monitor or enforce 
compliance with federal law, within the meaning of 12 C.F.R. 202.5(a)(2). 

Treasury and HUD believe that loan modifications under the Program are subject to the 
protections of the Fair Housing Act under 42 U.S.C. 3604(a), 3604(b), and 3604(f) and as 
“residential real estate related transactions” within the meaning of 42 U.S.C. 3605(b). 
This Supplemental Directive expresses no opinion with respect to the characterization of 
the loan modifications under other federal or state laws. Nothing in this Supplemental 
Directive shall be construed to express an opinion as to whether any particular loan 
modification involves a loan application or a new extension of credit under any federal or 
state law. 
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MAKING 

HOME 

AFFORDABLE 


Home Affordable Modification Program 


Supplemental Directive 09-01 April 6, 2009 

Introduction of the Home Affordable Modification Program 

Background 

On Febraary 18, 2009, President Obama announced the Homeowner Affordability and 
Stability Plan to help up to 7 to 9 million families restructure or refinance their mortgages 
to avoid foreclosure. As part of this plan, the Treasury Department (Treasury) announced 
a national modification program aimed at helping 3 to 4 million at-risk homeowners - 
both those who are in default and those who are at imminent risk of default - by reducing 
monthly payments to sustainable levels. On March 4, 2009, the Treasury issued uniform 
guidance for loan modifications across the mortgage industry. This Supplemental 
Directive provides additional guidance to servicers for adoption and implementation of 
the Home Affordable Modification program (HAMP) for mortgage loans that are not 
owned or guaranteed by Fannie Mae or Freddie Mac (Non-GSE Mortgages). 

Under the HAMP, a servicer will use a uniform loan modification process to provide a 
borrower with sustainable monthly payments. The guidelines set forth in this document 
apply to all eligible mortgage loans secured by one- to four-unit owner-occupied single- 
family properties. 

In order for a servicer to participate in the HAMP with respect to Non-GSE Mortgages, 
the servicer must execute a servicer participation agreement and related documents 
(Servicer Participation Agreement) with Fannie Mae in its capacity as financial agent for 
the United States (as designated by Treasury) on or before December 31, 2009. The 
Servicer Participation Agreement will govern servicer participation in the HAMP 
program for all Non-GSE Mortgages. Servicers of mortgage loans that are owned or 
guaranteed by Fannie Mae or Freddie Mac should refer to the HAMP announcement 
issued by the applicable GSE. 

The HAMP reflects usual and customary industry standards for mortgage loan 
modifications contained in typical servicing agreements, including pooling and servicing 
agreements (PSAs) governing private label securitizations. As detailed in the Servicer 
Participation Agreement, participating servicers are required to consider all eligible 
mortgage loans unless prohibited by the rules of the applicable PSA and/or other investor 
servicing agreements. Participating servicers are required to use reasonable efforts to 
remove any prohibitions and obtain waivers or approvals from all necessary parties in 
order to carry out any modification under the HAMP. 
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To help servicers implement the HAMP, this Supplemental Directive covers the 

following topics: 

• HAMP Eligibility 

• Underwriting 

• Modification Process 

• Reporting Requirements 

• Fees and Compensation 

• Compliance 

HAMP Eligibility 

A Non-GSE Mortgage is eligible for the HAMP if the servicer verifies that all of the 

following criteria are met: 

• The mortgage loan is a first lien mortgage loan originated on or before January 1, 
2009. 

• The mortgage loan has not been previously modified under the HAMP. 

• The mortgage loan is delinquent or default is reasonably foreseeable; loans currently 
in foreclosure are eligible. 

• The mortgage loan is secured by a one- to four-unit property, one unit of which is the 
borrower’s principal residence. Cooperative share mortgages and mortgage loans 
secured by condominium units are eligible for the HAMP. Loans secured by 
manufactured housing units are eligible for the HAMP. 

• The property securing the mortgage loan must not be vacant or condemned, 

• The borrower documents a financial hardship and represents that (s)he does not have - 
sufficient liquid assets to make the monthly mortgage payments by completing a 
Home Affordable Modification Program Hardship Affidavit and provides the 
required income documentation. The documentation supporting income may not be 
more than 90 days old (as of the date the servicer is determining HAMP eligibility). 

• The borrower has a monthly mortgage payment ratio of greater than 3 1 percent. 

• A borrower in active litigation regarding the mortgage loan is eligible for the HAMP. 

• The servicer may not require a borrower to waive legal rights as a condition of the 
HAMP. 

• A borrower actively involved in a bankruptcy proceeding is eligible for the HAMP at 
the servicer’s discretion. Borrowers who have received a Chapter 7 bankruptcy 
discharge in a case involving the first lien mortgage who did not reaffirm the 
mortgage debt under applicable law are eligible, provided the Home Affordable 
Modification Trial Period Plan and Home Affordable Modification Agreement are 
revised as outlined in the Acceptable Revisions to HAMP Documents section of this 
Supplemental Directive. 

• The borrower agrees to set up an escrow account for taxes and hazard and flood 
insurance prior to the beginning of the trial period if one does not currently exist. 

• Borrowers may be accepted into the program if a fully executed Home Affordable 
Modification Trial Period Plan is in the servicer’s possession on December 31, 2012. 
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• The current unpaid principal bailee (UPB) of the mortgage loan prior to 
capitalization must be no greater dian: 
o 1 Unit: $729,750 
o 2 Units: $934,200 
o 3 Units: $1,129,250 
o 4 Units: $1,403,400 

Note: Mortgage loans insured, guaranteed or held by a federal government agency (e.g., 
FHA, HUD, VA and Rural Development) may be eligible for the HAMP, subject to 
guidance issued by the relevant agency. Further details regarding inclusion of these loans 
in the HAMP will be provided in a subsequent Supplemental Directive. 

The HAMP documents are available through www.financialstabilltv.gov . Documents 
include the Home Affordable Modification Trial Period Plan (hereinafter referred to as 
Trial Period Plan), the Home Affordable Modification Agreement (hereinafter referred to 
as the Agreement), the Home Affordable Modification Program Hardship Affidavit 
(hereinafter referred to as the Hardship Affidavit) and various cover letters. 

Underwriting 

Hardship Affidavit 

Eveiy borrower and co-borrower seeking a modification, whether in default or not, must 
sign a Hardship Affidavit that attests to and describes one or more of the following types 
ofhardship: 

1 . A reduction in or loss of income that was supporting the mortgage, 

2. A change in household financial circumstances. 

3. A recent or upcoming increase in the monthly mortgage payment. 

4. An increase in other expenses. 

5. A lack of sufficient cash reserves to maintain payment on the mortgage and cover 
basic living expenses at the same time. Cash reserves include assets such as cash, 
savings, money market funds, marketable stocks or bonds (excluding retirement 
accounts and assets that serve as emergency fund - generally equal to three times the 
borrower’s monthly debt payments). 

6. Excessive monthly debt payments and overextension with creditors, e.g., the 
borrower was required to use credit cards, a home equity loan, or other credit to make 
the mortgage payment, 

7. Other reasons for hardship detailed by the borrower. 

Note; The borrower is not required to have the Hardship Affidavit notarized. 

Reasonably Foreseeable (Imminent) Default 

A borrower that is cun’ent or less than 60 days delinquent who contacts the seivicer for a 
modification, appears potentially eligible for a modification, and claims a hardship must 
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be screened for imminent default. The servicer must make a determination as to whether 
a payment default is imminent based on the servicer’s standards for imminent default and 
consistent with applicable contractual a^eements and accounting standards. If the 
servicer determines that default is imminent, the servicer must apply the Net Present 
Value test. 

In the process of making its imminent default determination, the servicer must evaluate 
the borrower’s financial condition in light of the borrower’s hardship as well as inquire as 
to the condition of and circumstances affecting the property securing the mortgage loan. 
The servicer must consider the borrower’s financial condition, liquid assets, liabilities, 
combined monthly income from wages and all other identified sources of income, 
monthly obligations (including personal debts, revolving accounts, and installment 
loans), and a reasonable allowance for living expenses such as food, utilities, etc. The 
hardship and financial condition of the borrower shall be verified through documentation. 

Documenting the Reason for and Timing of Imminent Default 

A servicer must document in its servicing system the basis for its determination that a 
payment default is imminent and retain all documentation used to reach its conclusion. 
The servicer’s documentation must also include information on the borrower’s financial 
condition as well as the condition and circumstances of the property securing the 
mortgage loan. 

Net Present Value (NPV) Test 

All loans that meet the HAMP eligibility criteria and are either deemed to be in imminent 
default (as described above) or 60 or more days delinquent must be evaluated using a 
standardized NPV test that compares the NPV result for a modification to the NPV result 
for no modification. If the NPV result for the modification scenario is greater than the 
NPV result for no modification, the result is deemed “positive” and the servicer MUST 
offer the modification. If the NPV result for no modification is greater than NPV result 
for the modification scenario, the modification result is deemed “negative” and the 
servicer has the option of performing the modification in its discretion. For mortgages 
serviced on behalf of a third party investor for which the modification result is deemed 
“negative,” however, the servicer may not perform the modification without express 
peimission of the investor. If a modification is not pursued when the NPV result is 
“negative,” the servicer must consider the borrower for other foreclosure prevention 
options, including alternative modification programs, deeds-in-lieu, and preforeclosure 
sale programs. 

Whether or not a modification is pursued, the servicer MUST maintain detailed 
documentation of the NPV model used, all NPV inputs and assumptions and the NPV 
results. 

Fannie Mae has developed a software application for servicers to submit loan files to the 
NPV calculator. The software application is available on the Home Affordable 
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Modification servicer web portal accessible through wvvw.financialstabilitv.gov. On this 
portal, servicers will have access to the NPV calculator tool as well as detailed guidelines 
for submitting proposed modification data. 

Servicers having at least a $40 billion servicing book will have the option to create a 
version of the NPV calculator that uses a set of cure rates and redefault rates estimated 
based on the experience of their own portfolios, taking into consideration, if feasible, 
current LTV, current monthly mortgage payment, current credit score, delinquency status 
and other loan or borrower attributes. Detailed guidance on required inputs for custom 
NPV calculations is forthcoming. 

For mortgages serviced on behalf of a third party investor, the servicer must use a 
discount rate at least as high as the rate used on the servicer’s own portfolio, but in no 
event higher than the maximum rate permitted under the HAMP. 

To obtain a property valuation input for the NPV calculator, servicers may use either an 
automated valuation model (AVM), provided that the AVM renders a reliable confidence 
score, or a broker’s price opinion (BPO). A servicer may use an AVM provided by one 
of the GSEs. As an alternative, servicers may rely on their internal AVM provided that: 

(i) the servicer is subject to supervision by a Federal regulatory agency; 

(ii) the servicer’s primary Federal regulatory agency has reviewed the model; and 

(iii) the AVM renders a reliable confidence score. 

If a GSE AVM or the servicer AVM is unable to render a value with a reliable 
confidence score, the servicer must obtain an assessment of the property value utilizing a 
BPO or a property valuation method acceptable to the servicer’s Federal regulatory 
supervisor. Such assessment must be rendered in accordance with the Interagency 
Appraisal and Evaluation Guidelines (as if such guidelines apply to loan modifications). 
In all cases, the property valuation used cannot be more than 90 days old. 

Verifying Borrower Income and Occupancy Status 

Servicers may use recent verbal financial information obtained from the borrower and 
any co-borrower 90 days or less from the date the servicer is determining HAMP 
eligibility to assess the borrower’s eligibility. The semcer may rely on this information 
to prepare and send to the borrower a solicitation for thfc HAMP and an offer of a Trial 
Period Plan. When the borrower returns the Trial Period Plan and related documents, the 
servicer must review them to verify the borrower’s financial information and eligibility - 
except that documentation of income may not be more than 90 days old as of the 
determination of eligibility. 

As an alternative, a servicer may require a borrower to submit the required 
documentation to verify the borrower’s eligibility and income prior to preparing a Trial 
Period Plan. Upon receipt of the documentation and determination of the borrower’s 


Supplemental Directive 09-01 





492 


eligibility, a servicer may prepare and send to the borrower a letter indicating that the 
borrower is eligible for the HAMP together with a Trial Period Plan. 

The borrower will only qualify for the HAMP if the verified income documentation 
confirms that the monthly mortgage payment ratio prior to the modification is greater 
than 31 percent. The “monthly mortgage payment ratio” is the ratio of the borrower’s 
current monthly mortgage payment to the boirower’s monthly gross income (or the 
borrowers’ combined monthly gross income in the case of co-borrowers). The “monthly 
mortgage payment” includes the monthly payment of principal, interest, property taxes, 
hazard insurance, flood insurance, condominium association fees and homeowner’s 
association fees, as applicable (including any escrow payment shortage amounts subject 
to a repayment plan). When determining a borrower’s monthly mortgage payment ratio, 
servicers must adjust the borrower's current mortgage payment to include, as applicable, 
property taxes, hazard insurance, flood insurance, condominium association fees and 
homeowner’s association fees if these expenses are not already included in the 
borrower’s payment. The monthly mortgage payment does not include mortgage 
insurance premium payments or payments due to holders of subordinate liens. 

With respect to adjustable rate loans where there is a rate reset scheduled within 120 days 
after the date of the evaluation (a “Reset ARM”), the monthly mortgage payment used to 
determine eligibility will be the greater of (i) the borrower’s current scheduled monthly 
mortgage payment or (ii) a fully amortizing monthly mortgage payment based on the note 
reset rate using the index value as of the date of the evaluation (the “Reset Interest 
Rate”). With respect to adjustable rate loans that reset more than 120 days after the date 
of the evaluation, the borrower’s current scheduled monthly mortgage payment will be 
used to deteimine eligibility. 

The borrower’s “monthly gross income” is the borrower’s income amount before any 
payroll deductions and includes wages and salaries, overtime pay, commissions, fees, 
tips, bonuses, housing allowances, other compensation for personal services, Social 
Security payments, including Social Security received by adults on behalf of minors or by 
minors intended for their own support, and monthly income from annuities, insurance 
policies, retirement funds, pensions, disability or death benefits, unemployment benefits, 
rental income and other income. If only net income is available, the servicer must 
multiply the net income amount by 1 .25 to estimate the monthly gross income. 

Servicers should include non-borrower household income in monthly gross income if it is 
voluntarily provided by the borrower and if there is documentary evidence that the 
income has been, and reasonably can continue to be, relied upon to support the mortgage 
payment. All non-bon-ower household income included in monthly gross income must 
be documented and verified by the servicer using the same standards for verifying a 
borrower’s income. 

The servicer may not require a borrower to make an up-front cash contribution (other 
than the first trial period payment) for the boiTower to be considered for the HAMP. 
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The HAMP documents instinct the borrower (the term “borrower” includes any co- 
borrower) to provide the following financial information to the servicer: 

If the borrower is employed: 

• A signed copy of the most r^ently filed federal income tax return, including all 
schedules and forms, if available, 

• A signed IRS Form 4506-T (Request for Transcript of Tax Return), and 

• Copies of the two most r«;ent paystubs indicating year-to-date earnings. 

• For additional income such as bonuses, commissions, fees, housing allowances, 
tips and overtime, a servicer must obtain a letter from the employer or other 
reliable third-party documentation indicating that the income will in all 
probability continue. 

If the borrower is self-employed: 

• A signed copy of the most recent federal income tax return, including all 
schedules and forms, if available, 

• A signed IRS Form 4506-T (Request for Transcript of Tax Return), and 

• The most recent quarterly or year-to-date profit and loss statement for each self- 
employed borrower. 

• Other reliable third-party documentation the borrower voluntarily provides. 

Note: For both a salaried or a self-employed borrower, if the borrower does not provide a 
signed copy of the most recently filed federal income tax return, or if the Compliance 
Agent so requires, the servicer must submit the Form 4506-T to the IRS to request a 
transcript of the return. 

If the borrower elects to use alimony or child support income to qualify, acceptable 
documentation includes; 

• Photocopies of the divorce decree, separation agreement, or other type of legal 
written agreement or court decree that provides for the payment of alimony or 
child support and states the amount of the award and the period of time over 
which it will be received. Servicers must determine that the income will continue 
for at least three years. 

• Documents supplying reasonably reliable evidence of full, regular and timely 
payments, such as deposit slips, bank statements or signed federal income tax 
returns. 

If the borrower has other income such as social security, disability or death benefits, or a 
pension: 

• Acceptable documentation includes letters, exhibits, a disability policy or benefits 
statement from the provider that states the amount, frequency, and duration of the 
benefit. The servicer must determine that the income will continue for at least 
three years. 

• The servicer must obtain copies of signed federal income tax returns, IRS W-2 
forms, or copies of the two most recent bank statements. 
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If the borrower receives public assistance or collects unemployment: 

• Acceptable documentation includes letters, exhibits or a benefits statement from 
the provider that stat^ the amount, frequency, and duration of the benefit. The 
servicer must determine that the income will continue for at least nine months. 

If the borrower has rental income, acceptable documentation includes: 

• Copies of all pages from the borrower’s most recent two years of signed federal 
income tax returns and Schedule E - Supplemental Income and Loss. The 
monthly net rental income to be calculated for HAMP purposes equals 75 percent 
of the gross rent, with the remaining 25 percent considered vacancy loss and 
maintenance expense. 

A servicer must confirm that the property securing the mortgage loan is the borrower’s 
primary residence as evidenced by the most recent signed federal income tax return (or 
transcript of tax return obtained from the IRS), a credit report and one other form of 
documentation that would supply reasonable evidence that the property is the borrower’s 
primary residence (such as utility bills in the borrower’s name). 

A servicer is not required to modify a mortgage loan if there is reasonable evidence 
indicating the borrower submitted false or misleading information or otherwise engaged 
in fraud in connection with the modification. 

Standard Modification Waterfall 

Servicers are required to consider a boirower for a refinance through the Hope for 
Homeowners program when feasible. Consideration for a Hope for Homeowners 
refinance should not delay eligible borrowers from receiving a modification offer and 
beginning the trial period. Servicers must use the modification options listed below to 
begin the HAMP modification and work to complete the Hope for Homeowners refinance 
during the trial period. 

Servicers must apply the modification steps enumerated below in the stated order of 
succession until the borrower’s monthly mortgage payment ratio is reduced as close as 
possible to 31 percent, without going below 31 percent (the “target monthly mortgage 
payment ratio”). If the applicable PSA or other investor servicing agreement prohibits 
the servicer from taking a modification step, the servicer may seek approval for an 
exception. 

Servicers are not precluded under the HAMP from agreeing to a modification that 
reduces the borrower’s monthly mortgage payment ratio below 31% as long as the 
modification otherwise complies with the HAMP requirements. Similarly and where 
otherwise permitted by the applicable PSA or other investor servicing contract, servicers 
are not precluded under the HAMP from agreeing to a modification where the interest 
rate does not step up after five years, or where additional principal forbearance is 
substituted for extending the term as needed to achieve the target monthly mortgage 
payment ratio of 31%, so long as the modification otherwise complies with HAMP 
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requirements. However, borrower, servicer and investor incentive payments for these 
modifications will be paid based on mc^fication terms that reflect the target monthly 
mortgage payment ratio and standard modification terms. 

Note: If a bonower has an adjustable-rate mortgage (ARM) or interest-only mortgage, 
the existing interest rate will convert to a fixed interest rate, fully amortizing loan. 

Step 1: Capitalize accrued interest, out-of-pocket escrow advances to third parties, and 
any required escrow advances that will be paid to third parties by the servicer during the 
tiiai period and servicing advances (costs and expenses incurred in performing its 
servicing obligation, such as those related to preservation and protection of the security 
property and the enforcement of the mortgage) paid to third parties in the ordinary course 
of business and not retained by the servicer, if allowed by state law. The servicer should 
capitalize only those third party delinquency fees that are reasonable and necessary. Fees 
permitted by Fannie Mae and Freddie Mac for GSE loans shall be considered evidence of 
fees that would be reasonable for non-GSE loans. Late fees may not be capitalized and 
must be waived if the bonower satisfies all conditions of the Trial Period Plan. 

Step 2: Reduce the interest rate. If the loan is a fixed rate mortgage or an adjustable-rate 
mortgage, then the starting interest rate is the current interest rate. If the loan is a Reset 
ARM, the starting interest rate is the Reset Interest Rate. 

Reduce the starting interest rate in increments of .125 percent to get as close as possible 
to the target monthly mortgage payment ratio. The interest rate floor in all cases is 2.0 
percent. 

- If the resulting rate is below the Interest Rate Cap, this reduced rate will be in 
effect for the first five years followed by annual increases of one percent per year 
(or such lesser amount as may be needed) until the interest rate reaches the 
Interest Rate Cap, at which time it will be fixed for the remaining loan term. 

~ If the resulting rate exceeds the Interest Rate Cap, then that rate is the permanent 
rate. 

The “Interest Rate Cap” is the Freddie Mac Weekly Primary Mortgage Market Survey 
(PMMS) Rate for 30-year fixed rate conforming loans, rounded to the nearest 0.125 
percent, as of the date that the Agreement is prepared. 

Step 3: If necessary, extend the term and reamortize the mortgage loan by up to 480 
months from the modification effective date (i.e., the first day of the month following the 
end of the trial period) to achieve the target monthly mortgage payment ratio. If a term 
extension is not permitted under the applicable PSA or other investor servicing 
agreement, reamortize the mortgage loan based upon an amortization schedule of up to 
480 months with a balloon payment due at maturity. Negative amortization after the 
effective date of the modification is prohibited. 

Step 4: If necessary, the servicer must provide for principal forbearance to achieve the 
target monthly mortgage payment ratio. The principal forbearance amount is non-interest 
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bearing and non-amortizing. The amount of principal forbearance will result in a balloon 
payment fully due and payable upon the earliest of the borrower’s transfer of the 
property, payoff of the interest bearing unpaid principal balance, or maturity of the 
mortgage loan. The modified intei^t bearing balance (i.e., the unpaid principal balance 
excluding the deferred principal balloon amount) must create a current mark-to-market 
LTV (current LTV based upon the new valuation) greater than or equal to 100 percent if 
the result of the NPV test is negative and the servicer elects to perform the modification. 

There is no requirement to forgive principal under the HAMP. However, servicei^ may 
forgive principal to achieve the target monthly mortgage payment ratio on a standalone 
basis or before any step in the standard waterfall process set forth above. If principal is 
forgiven, subsequent steps in the standard waterfall may not be skipped. If principal is 
forgiven and the interest rate is not reduced, the existing rate will be fixed and treated as 
the modified rate for the purposes of the Interest Rate Cap. 

Verifying Monthly Gross Expenses 

A servicer must obtain a credit report for each borrower or a joint report for a married 
couple who are co-borrowers to validate installment debt and other liens. In addition, a 
servicer must consider information concerning monthly obligations obtained from the 
borrower either orally or in writing. The “monthly gross expenses” equal the sum of the 
following monthly charges: 

• The monthly mortgage payment, taxes, property insurance, homeowner’s or 
condominium association fee payments and assessments related to the property 
whether or not they are included in the mortgage payment. 

• Any mortgage insurance premiums. 

• Monthly payments on all closed-end subordinate mortgages. 

• Payments on all installment debts with more than ten months of payments 
remaining, including debts that are in a period of either defeiment or forbearance. 
When payments on an installment debt are not on the credit report or are listed as 
deferred, the servicer must obtain documentation to support the payment amount 
included in the monthly debt payment. If no monthly payment is reported on a 
student loan that is deferred or is in forbearance, the servicer must obtain 
documentation verifying the proposed monthly payment amount, or use a 
minimum of 1.5 percent of the balance. 

• Monthly payment on revolving or open-end accounts, regardless of the balance. 
In the absence of a stated payment, the payment will be calculated by multiplying 
the outstanding balance by 3 percent. 

• Monthly payment on a Home Equity Line of Credit (HELOC) must be included in 
the payment ratio using the minimum monthly payment reported on the credit 
report. If the HELOC has a balance but no monthly payment is reported, the 
servicer must obtain documentation verifying the payment amount, or use a 
minimum of one percent of the balance. 

• Alimony, child support and separate maintenance payments with more than ten 
months of payments remaining, if supplied by the borrower. 
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• Car lease payments, regardless of the number of payments remaining. 

• Aggregate negative net rental income from ail investment properties owned, if 
supplied by the borrower. 

• Monthly mortgage payment for second home (principal, interest, taxes and 
insurance and, when applicable, leasehold payments, homeowner association 
dues, condominium unit or cooperative unit maintenance fees (excluding unit 
utility charges)). 

Total Monthly Debt Ratio 

The borrower’s total monthly debt ratio (“back-end ratio”) is the ratio of the borrower’s 
monthly gross expenses divided by the borrower’s monthly gross income. Servicers will 
be required to send the Home Affordable Modification Program Counseling Letter to 
borrowers with a post-HAMP modification back-end ratio equal to or greater than 55 
percent. The letter states the borrower must work with a HUD-approved housing 
counselor on a plan to reduce their total indebtedness below 55 percent. The letter also 
describes the availability and advantages of counseling and provides a list of local HUD- 
approved housing counseling agencies and directs the borrower to the appropriate HUD 
website where such information is located. The borrower must represent in writing in the 
HAMP documents that (s)he will obtain such counseling. 

Face-to-face counseling is encouraged; however, telephone counseling is also permitted 
from HUD-approved housing counselors provided it covers the same topics as face-to- 
face sessions. Telephone counseling sessions provide flexibility to borrowers who are 
unable to attend face-to-face sessions or who do not have an eligible provider within their 
area. 

A list of approved housing counseling agencies is available at 

httD://ww\v.hud.20v/offices/hsg/sfh/hcc/fc/ or by calling the toll-free housing counseling 
telephone referral service at 1-800-569-4287. A servicer must retain in its mortgage files 
evidence of the borrower notification. There is no charge to either borrowers or servicers 
for this counseling. 

Mortgages with No Due-on-Sale Provision 

If a mortgage that is not subject to a due-on-sale provision receives an HAMP, the 
borrower agrees that the HAMP will cancel the assumability feature of that mortgage. 

Escrow Accounts 

All of the borrower’s monthly payments must include a monthly escrow amount unless 
prohibited by applicable law. The seiwicer must assume full responsibility for 
administering the borrower’s escrow deposit account in accordance with the mortgage 
documents and all applicable laws and regulations. If the mortgage loan being 
considered for the HAMP is a non-escrowed mortgage loan, the servicer must establish 
an escrow deposit account prior to the beginning of the trial period. Servicers who do not 
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have this capacity must implement an e«nx)w process within six months of signing the 
Servicer Participation Agreement. However, the servicer must ensure that the trial 
payments include escrow amounts and must place the escrow funds into a separate 
account identified for escrow deposits. 

Servicers are encouraged to perform an ^crow analysis prior to establishing the trial 
period payment. When performing an escrow analysis, servicers should take into 
consideration tax and insurance premiums that may come due during the trial period. 
When the borrower’s escrow account does not have sufficient funds to cover an expense 
and the servicer advances the funds necessary to pay an expense to a third party, the 
amount of the servicer advance that is paid to a third party may be capitalized. 

In the event the initial escrow analysis identifies a shortage - a deficiency in the escrow 
deposits needed to pay all future tax and insurance payments - the servicer must take 
steps to eliminate the shortage. Any actions taken by the servicer to eliminate the escrow 
shortage must be in compliance with applicable laws, rules and regulations, including, 
but not limited to, the Real Estate Settlement Procedures Act and the Truth in Lending 
Act. 

Compliance with Applicable Laws 

Each servicer (and any subservicer it uses) must be aware of, and in full compliance with, 
all federal, state, and local laws (including statutes, regulations, ordinances, 
administrative rules and orders that have the effect of law, and judicial rulings and 
opinions) - including, but not limited to, the following laws that apply to any of its 
practices related to the HAMP: 

• Section 5 of the Federal Trade Commission Act, which prohibits unfair or 
deceptive acts or practices. 

• The Equal Credit Opportunity Act and the Fair Housing Act, which prohibit 
discrimination on a prohibited basis in connection with mortgage transactions. 
Loan modification programs are subject to the fair lending laws, and servicers and 
lenders should ensure that they do not treat a borrower less favorably than other 
borrowers on grounds such as race, religion, national origin, sex, marital or 
familial status, age, handicap, or receipt of public assistance income in connection 
with any loan modification. These laws also prohibit redlining. 

• The Real Estate Settlement Procedures Act, which imposes certain disclosure 
requirements and restrictions relating to transfers of the servicing of certain loans 
and escrow accounts. 

• The Fair Debt Collection Practices Act, which restricts certain abusive debt 
collection practices by collectora of debts, other than the creditor, owed or due to 
another. 
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Modification Process 


Borrower Solicitation 

Servicers shouid follow their existing practices, including complying with any express 
contractual restrictions, with respect to solicitation of borrowers for modifications. 

A servicer may receive calls from current or delinquent borrowers directly inquiring 
about the availability of the HAMP. In that case, the servicer should work with the 
borrower to obtain the borrower’s financial and hardship information and to determine if 
the HAMP is appropriate. If the servicer concludes a current borrower is in danger of 
imminent default, the servicer must consider an HAMP modification. 

When discussing the HAMP, the servicer should provide the borrower with information 
designed to help them understand the modification terms that are being offered and the 
modification process. Such communication should help minimize potential borrower 
confusion, foster good customer relations, and improve legal compliance and reduce 
other risks in connection with the transaction. A servicer also must provide a boirower 
with clear and understandable written information about the material terms, costs, and 
risks of the modified mortgage loan in a timely manner to enable borrowers to make 
informed decisions. The servicer should inform the borrower during discussions that the 
successful completion of a modification under the HAMP will cancel any assumption 
feature, variable or step-rate feature, or enhanced payment options in the borrower’s 
existing loan, at the time the loan is modified. 

Servicers must have adequate staffing, resources, and facilities for receiving and 
processing the HAMP documents and any request^ information that is submitted by 
borrowers. Servicers must also have procedures and systems in place to be able to 
respond to inquiries and complaints about the HAMP. Servicers should ensure that such 
inquiries and complaints are provided fair consideration, and timely and appropriate 
responses and resolution. 

Document Retention 

Servicers must retain all documents and information received during the process of 
determining borrower eligibility, including borrower income verification, total monthly 
mortgage payment and total monthly gross debt payment calculations, NPV calculations 
(assumptions, inputs and outputs), evidence of application of each step of the standard 
waterfall, escrow analysis, escrow advances, and escrow set-up. The services must 
retain all documents and information related to the monthly payments during and after 
the trial period, as well as incentive payment calculations and such other required 
documents. 

Servicers must retain detailed records of bonower solicitations or borrower-initiated 
inquiries regarding the HAMP, the outcome of the evaluation for modification under the 
HAMP and specific justification with supporting details if the request for modification 
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under the HAMP was denied. Records must also be retained to document the reason(s) 
for a trial modification failure. If an HAMP modification is not pursued when the NPV 
result is “negative ” the servicer must document its consideration of other foreclosure 
prevention options. If a borrower under an HAMP modification loses good standing, the 
servicer must retain documentation of its consideration of the borrower for other loss 
mitigation alternatives. 

Servicers must retain required documents for a period of seven years from the date of the 
document collection. 

Temporary Suspension of Foreclosure Proceedings 

To ensure that a borrower currently at risk of foreclosure has the opportunity to apply for 
the HAMP, servicers should not proceed with a foreclosure sale until the borrower has 
been evaluated for the program and, if eligible, an offer to participate in the HAMP has 
been made. Servicers must use reasonable efforts to contact borrowers facing foreclosure 
to determine their eligibility for the HAMP, including in-person contacts at the servicer’s 
discretion. Servicers must not conduct foreclosure sales on loans previously referred to 
foreclosure or refer new loans to foreclosure during the 30-day period that the borrower 
has to submit documents evidencing an intent to accept the Trial Period Plan offer. 
Except as noted herein, any foreclosure sale will be suspended for the duration of the 
Trial Period Plan, including any period of time between the borrower’s execution of the 
Trial Period Plan and the Trial Period Plan effective date. 

However, boiTOwers in Georgia, Hawaii, Missouri, and Virginia will be considered to 
have failed the trial period if they are not current under the terms of the Trial Period Plan 
as of the date that the foreclosure sale is scheduled. Accordingly, servicers of HAMP 
loans secured by properties in these states may proceed with the foreclosure sale if the 
borrower has not made the trial period payments required to be made through the end of 
the month preceding the month in which the foreclosure sale is scheduled to occur. 

Mortgage Insurer Approval 

If applicable, a servicer must obtain mortgage insurer approval for HAMP modifications. 
Servicers should consult their mortgage insurance providers for specific processes related 
to the reporting of modified terms, payment of premiums, payment of claims, and other 
operational matters in connection with mortgage loans modified under the HAMP. 

Executing the HAMP Documents 

Servicers must use a two-step process for HAMP modifications. Step one involves 
providing a Trial Period Plan outlining the terms of the trial period, and step two involves 
providing the borrower with an Agreement that outlines the terms of the final 
modification. 
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In step one, the servicer should instruct the borrower to return the signed Trial Period 
Plan, together with a signed Hardship Affidavit and income verification documents (if 
not previously obtained from the borrower), and the first trial period payment (when not 
using automated drafting arrangements), to the servicer within 30 calendar days after the 
Trial Period Plan is sent by the servicer. The servicer is encouraged to contact the 
borrower before the expiration of the 30-day period if the borrower has not yet responded 
to encourage submission of the material. The servicer may, in its discretion, consider the 
offer of a Trial Period Plan to have expired at the end of 60 days if the borrower has not 
submitted both an executed Trial Period Plan and complete documentation as required 
under the Trial Period Plan. If the borrower’s submission is incomplete, the servicer 
should work with the borrower to complete the Trial Period Plan submission. Note; The 
borrower is not required to have the Hardship Affidavit notarized. 

Upon receipt of tlie Trial Period Plan from the borrower, the servicer must confirm that 
the borrower meets the underwriting and eligibility criteria. Once the servicer makes this 
determination and has received good funds for the first month’s trial payment, the 
servicer should sign and immediately return an executed copy of the Trial Period Plan to 
the borrower. Payments made by the borrower under the terms of the Trial Period Plan 
will count toward successful completion irrespective of the date of the executed copy of 
the Trial Period Plan. 

If the servicer determines that the borrower does not meet the underwriting and eligibility 
standards of the HAMP after the borrower has submitted a signed Trial Period Plan to the 
servicer, the servicer should promptly communicate that determination to the borrower in 
writing and consider the borrower for another foreclosure prevention alternative. 

in step two, servicers must calculate the terms of the modification using verified income, 
taking into consideration amounts to be capitalized during the trial period. Servicers are 
encouraged to wait to send the Agreement to the borrower for execution until after receipt 
of the second to the last payment under the trial period. Note: the borrower is not 
required to have the Agreement notarized. 

Servicers are reminded that all HAMP documentation must be signed by an authorized 
representative of the servicer and reflect the actual date of signature by the servicer’s 
representative. 

Acceptable Revisions to HAMP Documents 

Servicers are strongly encouraged to use the HAMP documents available through 
www.fmancialstabilitv.gov . Should a servicer decide to revise tlie HAMP documents or 
draft its own HAMP documents, it must obtain prior written approval from Treasury or 
Fannie Mae with the exception of the following circumstances: 

• The servicer must revise the HAMP documents as necessary to comply with 
Federal, State and local law. For example, in the event that the HAMP results in a 
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principal forbearance, servicers are obligated to modify the uniform instrument to 
comply with laws and regulations governing balloon disclosures. 

• The servicer may include, as necessary, conditional language in HAMP offers and 
modification agreements indicating that the HAMP will not be implemented 
unless the servicer receive an acceptable title endorsement, or similar title 
insurance product, or subordination agreements from other existing lien holders, 
as necessary, to ensure that the modified mortgage loan retains its first lien 
position and is fully enforceable. 

• If the borrower previously received a Chapter 7 bankruptcy discharge but did not 
reaffirm the mortgage debt under applicable law, the following language must be 
inserted in Section 1 of the Trial Period Plan and Section 1 of the Agreement: “I 
was discharged in a Chapter 7 bankruptcy proceeding subsequent to the execution 
of the Loan Documents. Based on this representation, Lender agrees that I will 
not have personal liability on the debt pursuant to this Agreement.” 

• The servicer may include language in the HAMP cover letter providing 
instructions for borrowers who elect to use an automated payment method to 
make the trial period payments. 

Unless a borrower or co-borrower is deceased or a borrower and a co-borrower are 
divorced, all parties who signed the original loan documents or their duly authorized 
representative's) must execute the HAMP documents. If a borrower and a co-borrower 
are divorced and the property has been transferred to one spouse in the divorce decree, 
the spouse who no longer has an interest in the property is not required to execute the 
HAMP documents. Servicers may evaluate requests on a case-by-case basis when the 
borrower is unable to sign due to circumstances such as mental incapacity, military 
deployment, etc. Fuithermore, a borrower may elect to add a new co-borrower. 

Use of Electronic Records 

Electronic records for HAMP are acceptable as long as the electronic record complies 
with applicable law. 

Assignment to MERS 

If the original mortgage loan was registered with Mortgage Electronic Registration 
Systems, Inc. (MERS) and the originator elected to name MERS as the original 
mortgagee of record, solely as nominee for the lender named in the security instrument 
and the note, the servicer MUST make the following changes to the Agreement: 

(a) Insert a new definition under the “Property Address” definition on page 1, which 
reads as follows: 

“MERS” is Mortgage Electronic Registration Systems, Inc. MERS is a separate 
corporation that is acting solely as a nominee for lender and lender’s successors and 
assigns. MERS is the mortgagee under the Mortgage. MERS is organized and existing 
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under the laws of Delaware, and has an address and telephone number of P.O. Box 2026, 
Flint, MI 48501-2026, (888) 679-MERS. 

(b) Add as section 4.I.: 

That MERS holds only legal title to the interests granted by the borrower in the mortgage, 
but, if necessary to comply widi law or custom, MERS (as nominee for lender and 
lender’s successors and assigns) has the right: to exercise any or all of those interests, 
including, but not limited to, the right to foreclose and sell the Property; and to take any 
action required of lender including, but not limited to, releasing and canceling the 
mortgage loan. 

(c) MERS must be added to the signature lines at the end of the Agreement, as follows: 


Mortgage Electronic Registration 
Systems, Inc. - Nominee for Lender 

The servicer may execute the Agreement on behalf of MERS and, if applicable, submit it 
for recordation. 

Trial Payment Period 

Servicers may use recent verbal financial information to prepare and offer a Trial Period 
Plan. Servicers are not required to verify financial information prior to the effective date 
of the trial period. The servicer must service the mortgage loan during the trial period in 
the same manner as it would service a loan in forbearance, 

The trial period is three months in duration (or longer if necessary to comply with 
applicable contractual obligations). The borrower must be current under the terms of the 
Trial Period Plan at the end of the trial period to receive a permanent loan modification. 
Current in this context is defined as the borrower having made all required trial period 
payments no later than 30 days from the date the final payment is due. 

The effective date of the trial period will be set forth in the Trial Period Plan. In most 
cases, the effective date is the first day of the month following the servicer’s mailing of 
the offer for the Trial Period Plan. The trial period extends for two (or more if necessary 
to comply with applicable contractual obligations) additional payments after the effective 
date. 

Services are encouraged to require automated payment methods, such as automatic 
payment drafting. If automatic payment drafting is required, it must be used by all 
HAMP borrowers, unless a borrower opts out. 

If the verified income evidenced by the borrower’s documentation exceeds the initial 
income information used by the servicer to place the borrower in the tiial period by more 
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than 25 percent, the borrower must be reevaluated based on the program eligibility and 
underwriting requirements. If diis reevaluation determines that the borrower is still 
eligible, new documents must be prepared and tiie borrower must restart the trial period. 

If the verified income evidenced by the borrower’s documentation is less than the initial 
income information used by the servicer to place the borrower in the trial period, or if the 
verified income exceeds the initial income information by 25 percent or less, and the 
borrower is still eligible, then the trial period will not restart and the trial period payments 
will not change; provided, that verified income will be used to calculate the monthly 
mortgage payment under the Agreement. (If, based on verified income the result of the 
NPV test is “negative” for modification, the servicer is not obligated to perform the 
modification.) However, if the servicer determines the borrower is not eligible for the 
HAMP based on verified income, the servicer must notify the borrower of that 
determination and that any trial period payments made by the borrower will be applied to 
the mortgage loan in accordance with the borrower’s ciUTcnt loan documents. 

If a servicer has information that the borrower does not meet all of the eligibility criteria 
for the HAMP (e.g., because the borrower has moved out of the house) the servicer 
should explore other foreclosure prevention alternatives prior to resuming or initiating 
foreclosure. 

Note that under the terms of the Agreement, trial payments should be applied when they 
equal a full contractual payment (determined as of the time the HAMP is offered). 

If the borrower complies with the terms and conditions of the Trial Period Plan, the loan 
modification will become effective on the first day of the month following the trial period 
as specified in the Trial Period Plan. However, because the monthly payment under the 
Agreement will be based on verified income documentation, the monthly payment due 
under the Agreement may differ from the payment amount due under the Trial Period 
Plan. ■ 

Use of Suspense Accounts and Application of Payments 

If permitted by the applicable loan documents, servicers may accept and hold as 
“unapplied funds” (held in a T&I custodial account) amounts received which do not 
constitute a full monthly, contractual principal, interest, tax and insurance (PITI) 
payment. However, when the total of the reduced payments held as “unapplied funds” is 
equal to a full PITI payment, the servicer is required to apply all full payments to the 
mortgage loan. 

Any unapplied funds remaining at the end of the trial payment period that do not 
constitute a full monthly, contractual principal, interest, tax and insurance payment 
should be applied to reduce any amounts that would otherwise be capitalized onto the 
principal balance. 
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If a principal curtailment is received on a loan that has a principal forbearance, servicers 
are instructed to apply the principal curtailn^t to the interest bearing UPB. If, however, 
the principal curtailment amount is greater than or equal to the interest bearing UPB, then 
the curtailment should be applied to die principal forbearance portion. If the curtailment 
satisfies the principal forbearance portion, any remaining funds should then be applied to 
the interest bearing UPB. 

Recording the Modification 

For all mortgage loans that are modified pursuant to the HAMP, the servicer must follow 
investor guidance with respect to ensuring that the modified mortgage loan retains its first 
lien position and is fully enforceable. 

Monthly Statements 

For modifications that include principal forbearance, servicers are encouraged to include 
the amount of the gross UPB on the borrower’s monthly payment statement. In addition, 
the borrower should receive information on a monthly basis regarding the accrual of “pay 
for performance” principal balance reduction payments. 

Redefault and Loss of Good Standing 

If, following a successful trial period, a borrower defaults on a loan modification 
executed under the HAMP (three monthly payments are due and unpaid on the last day of 
the third month), the loan is no longer considered to be in “good standing,” Once lost, 
good standing cannot be restored even if the borrower subsequently cures the default. A 
loan that is not in good standing is not eligible to receive borrower, servicer or investor 
incentives and reimbursements and these payments will no longer accrue for that 
mortgage. Further, the mortgage is not eligible for another HAMP modification. 

In the event a borrower defaults, the servicer must work with the bon'ower to cure the 
modified loan, or if that is not feasible, evaluate the borrower for any other available loss 
mitigation alternatives prior to commencing foreclosure proceedings. The servicer must 
retain documentation of its consideration of the borrower for other loss mitigation 
alternatives. 

Reporting Requirements 

Each servicer will be required to register with Fannie Mae to participate in the HAMP. 
Fannie Mae will provide an HAMP Registration form to facilitate registration. 

Additionally, servicers will be required to provide periodic HAMP loan level data to 
Fannie Mae. The data must be accurate, complete, and in agreement with the servicer’s 
records. Data should be reported by a servicer at the start of the modification trial period 
and during the modification trial period, for loan set up of the approved modification, and 


Supplemental Directive 09-01 





506 


monthly after the modification is set up on Fannie Mae’s system. Servicers will be 
required to submit three separate data files as described below. 

Note: The following data files can be delivered through a data collection tool on the 
servicer web portal available through www.fmancialstabilitv.gov . Detailed guidelines for 
submitting data files are available at the servicer web portal. For those servicers who 
cannot use this process, an alternate process to submit data via a spreadsheet will be made 
available. More information on the alternative process for submitting data in a 
spreadsheet will be provided in the future. 

Trial Period 

Servicers will be required to provide loan level data in order to establish loans for 
processing during the HAMP trial period. See Exhibit A for trial period set up attributes. 

In addition, servicers will be required to report activity during the HAMP trial period in 
order to substantiate the receipt of proceeds during the trial period and to record 
modification details. See Exhibit B for trial period reporting attributes. 

Loan Setup 

A one time loan set up is required to establish the approved modified HAMP loan on 
Fannie Mae’s system. The file layout is the same that is used for establishing loans for 
processing during the trial period. See Exhibit A for loan set up attributes. 

Seivicers are required to provide the set up file the business day after the modification 
closes. The set up file should reflect the status of the loan after the final trial period 
payment is applied. The set up file will contain data for the current reporting period (e.g., 
prior month balances) . 

Monthly Loan Activity Reporting 

The month after the loan set up file is provided, servicers must begin reporting activity on 
all HAMP loans on a monthly basis (e.g., loan set up file provided in July, the first loan 
activity report is due in August for July activity). See Exhibit C for monthly reporting 
attributes. 

The HAMP loan activity report (LAR) is due by the 4th business day each month. 
Servicers will have until the 1 5th calendar day of each month to clear up any edits and 
have a final LAR reported to Fannie Mae. The Fannie Mae system will validate that the 
borrower payment has been made as expected and that the last paid installment (LPI) date 
is cun'ent before accruing the appropriate monthly compensation due. 

If a loan becomes past due (the LPI date does not advance), the monthly compensation on 
that loan will not be accrued. If the loan is brought current, compensation will not be 
caught up (e.g., if a loan was two months past due, and then the borrower makes the 


Supplemental Directive 09-01 


Page 20 





507 


payments and brings the loan current, the annual compensation provided would be for ten 
months. The two months of compensation associated with the period of delinquency is 
not recoverable). 

Additional Data Requirements 

Additional data elements must be collected and reported as specified in Exhibit D. Some 
of these elements must be collects! for all completed modifications regardless of the date 
of completion; guidance for collecting these elements will be forthcoming shortly. The 
requirement to collect these elements for trial modifications and for loans evaluated for a 
modification will be phased in as specified in Exhibit D. 

Reporting to Mortgage Insurers 

Servicers must maintain their mortgage insurance processes and comply with all 
reporting required by the mortgage insurer for loans modified under the HAMP. 
Servicers should consult with the mortgage insurer for specific processes related to the 
reporting of modified terms, payment of premiums, payment of claims, and other 
operational matters in connection with mortgage loans modified under the HAMP. 

Servicers are required to report successful HAMP modifications and the teims of those 
modifications to the appropriate mortgage insurers, if applicable, within 30 days 
following the end of the trial period and in accordance with procedures that currently 
exist or may be agreed to between servicers and the mortgage insurers. 

Servicers must include the mortgage insurance premium in the borrower’s modified 
payment, and must ensure that any existing mortgage insurance is maintained. Among 
other things, the servicer must ensure that the mortgage insurance premium is paid. In 
addition, servicers must adapt their systems to ensure proper reporting of modified loan 
terms and avoid impairing coverage for any existing mortgage insurance. For example, 
in the event that the modification includes principal forbearance, servicers must continue 
to pay the correct mortgage insurance premiums based on the gross UPB, including any 
principal forbearance amount, must include the gross UPB in their delinquency reporting 
to the mortgage insurer, and must ensure any principal forbearance does not erroneously 
trigger automatic mortgage insurance cancellation or termination. 

Transfers of Servicing 

When a transfer of servicing includes mortgages modified under the HAMP, the 
transferor servicer must provide special notification to the transferee servicer. 
Specifically, the transferor servicer must advise the transferee servicer that loans 
modified under the HAMP are part of the portfolio being transferred and must confirm 
that the transferee servicer is aware of the special requirements for these loans, and 
agrees to assume the additional responsibilities associated with servicing them. A 
required form of assignment and assumption agreement must be used and is a part of the 
Servicer Participation Agreement. 
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Credit Bureau Reporting 

The servicer should continue to report a "tuU-file” status report to the four major credit 
repositories for each loan under the HAMP in accordance with the Fair Credit Reporting 
Act and credit bureau requirements as provided by the Consumer Data Industry 
Association (the “CDIA”) on the basis of the following: (i) for borrowers who are 
current when they enter the trial period, the servicer should report the borrower current 
but on a modified payment if the borrower makes timely payments by the 30th day of 
each trial period month at the modified amount during the trial period, as well as report 
the modification when completed, and (ii) for borrowers who are delinquent when they 
enter the trial period, the servicer should continue to report in such a manner that 
accurately reflects the borrower’s delinquency and workout status following usual and 
customary reporting standards, as well as report the modification when completed. More 
detailed guidance on these reporting requirements will be published by the CDIA. 

“Full-file” reporting means that the servicer must describe the exact status of each 
mortgage it is seivicing as of the last business day of each month. 

Fees and Compensation 

Late Fees 

All late charges, penalties, stop-payment fees, or similar fees must be waived upon 
successful completion of the trial period. 

Administrative Costs 

Servicers may not charge the borrower to cover the administrative processing costs 
incurred in connection with a HAMP. The servicer must pay any actual out-of-pocket 
expenses such as any required notary fees, recordation fees, title costs, property valuation 
fees, credit report fees, or other allowable and documented expenses. Servicers will not 
be reimbursed for tlie cost of the credit report(s). 

Incentive Compensation 

No incentives of any kind will be paid if (i) the servicer has not executed the Servicer 
Participation Agreement, or (ii) the borrower’s monthly mortgage payment ratio starts 
below 31 percent prior to the implementation of the HAMP. The calculation and 
payment of all incentive compensation will be based strictly on the borrower’s verified 
income. Each servicer must promptly apply or remit, as applicable, all borrower and 
investor compensation it receives with respect to any modified loan. 

With respect to payment of any incentive that is predicated on a six percent reduction in 
the borrower’s monthly mortgage payment, the reduction will be calculated by comparing 
the monthly mortgage payment used to determine eligibility (adjusted as applicable to 
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include property taxes, hazard insurance, flood insurance, condominium association fees 
and homeowner’s association fees) and the borrower’s payment under HAMP. 

The amount of funds available to pay servicer, borrower and investor compensation in 
connection with each servicer’s modifications will be capped pursuant to each servicer’s 
Servicer Participation Agreement (Program Participation Cap). Treasury will establish 
each servicer’s initial Program Participation Cap by estimating the number of HAMP 
modifications expected to be performed by each servicer during the term of the HAMP. 
The Program Participation Cap could be adjusted based on Treasury’s full book analysis 
of the servicer’s loans. 

The funds remaining available for a servicer’s modifications under that servicer’s 
Program Participation Cap will be reduced by the maximum amount of compensation 
payments potentially payable with respect to each loan modification upon entering into a 
trial period. In the event the compensation actually paid with respect to a loan 
modification is less than the maximum amount of compensation payments potentially 
payable, the funds remaining available for a servicer’s modifications under Ae HAMP 
will be increased by the difference between such amounts. 

Treasury may, from time to time and in its sole discretion, revise a servicer’s Program 
Participation Cap. Fannie Mae will provide written notification to a servicer of all 
changes made to the servicer’s Program Participation Cap. Once a servicer’s Program 
Participation Cap is reached, a servicer must not enter into any agreements with borrowers 
intended to result in new loan modifications, and no payments will be made with respect to 
any new loan modifications. 

Servicer Incentive Compensation 

A servicer will receive compensation of $1,000 for each completed modification under 
the HAMP. In addition, if a borrower was current under the original mortgage loan, a 
servicer will receive an additional compensation amount of $500. All such servicer 
incentive compensation shall be earned and payable once the borrower successfully 
completes the trial payment period, provided that the servicer has signed and delivered to 
Fannie Mae a Seiwicer Participation Agreement, any related documentation and any 
required servicer or loan set up data prior to the effective date of the loan modification. 

If a particular bon'ower’s monthly mortgage payment (principal, interest, taxes, all related 
property insurance and homeowner’s or condominium association fees but excluding 
mortgage insurance) is reduced through the HAMP by six percent or more, a servicer will 
also receive an annual “pay for success” fee for a period of three years. The fee will be 
equal to the lesser of: (i) $1,000 ($83.33/month), or (ii) one-half of the reduction in the 
borrower’s annualized monthly payment. The “pay for success” fee will be payable 
annually for each of the first three years after the anniversary of the month in which a 
Trial Period Plan was executed. If the loan ceases to be in good standing, the servicer 
will cease to be eligible for any further incentive payments after that time, even if the 
borrower subsequently cures his or her delinquency. 
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Borrower’s Incentive Compensation 

To provide an additional incentive for borrowers to keep their modified loan current, 
borrowers whose monthly mortgage payment (principal, interest, taxes, all related 
property insurance and homeowner’s or condominium association fees but excluding 
mortgage insurance) is reduced through die HAMP by six percent or more and who make 
timely monthly payments will earn an aimual “pay for performance” principal balance 
reduction payment equal to the lesser of: (i) $1,000 ($83. 33/month), or (ii) one-half of 
the reduction in the borrower’s annualized monthly payment for each month a timely 
payment is made. A borrower can earn the right to receive a “pay for performance” 
principal balance reduction payment for payments made during the first five years 
following execution of the Agreement provided the loan continues to be in good standing 
as of the date the payment is made. The “pay for performance” principal balance 
reduction payment will accrue monthly but will be applied annually for each of the five 
years in which this incentive payment accrues, prior to the first payment due date after 
the anniversary of the month in which the Trial Period Plan was executed. This payment 
will be paid to the mortgage servicer to be applied first towards reducing the interest 
bearing UPB on the mortgage loan and then to any principal forbearance amount (if 
applicable). Any applicable prepayment penalties on partial principal prepayments made 
by the government must be waived. Borrower incentive payments do not accrue during 
the Trial Period; however, on the first month of the modification, the borrower will 
accrue incentive payments equal to the number of months in the trial period. 

If and when the loan ceases to be in good standing, the borrower will cease to be eligible 
for any further incentive payments after that time, even if the borrower subsequently 
cures his or her delinquency. The borrower will lose his or her right to any accrued 
incentive compensation when the loan ceases to be in good standing. 

Investor Payment Reduction Cost Share and Up Front Incentives 

If the target monthly mortgage payment ratio is achieved, investors in Non-GSE 
Mortgages are entitled to payment reduction cost share compensation. This 
compensation equals one-half of the dollar difference between the borrower’s monthly 
payment under Ae modification at the target monthly mortgage payment ratio and the 
lesser of (i) what the borrower’s monthly payment would be at a 38 percent monthly 
mortgage payment ratio; or (ii) the borrower’s pre-modification monthly payment. 
Payment reduction cost share compensation shall accrue monthly as the borrower makes 
each payment so long as the loan is in good standing as defined in these guidelines. This 
compensation will be provided for up to five years or until the loan is paid off, whichever 
is earlier. 

Additionally, investors will receive a one-time incentive of $1,500 for each Agreement 
executed with a borrower who was current prior to the start of the Trial Period Plan. The 
one-time incentive is conditional upon at least a six percent reduction in the borrower’s 
monthly mortgage payment. 
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Neither the payment reduction share nor Ae up-front incentive shall be payable if the 
Trial Period Plan is not successfully completed. 

Compliance 

Servicers must comply with the HAMP requirements and must document the execution 
of loan evaluation, loan modification and accounting processes. Servicers must develop 
and execute a quality assurance program that includes either a statistically based (with a 
95 percent confidence level) or a ten percent stratified sample of loans modified, drawn 
within 30-45 days of final modification and reported on within 30-45 days of review. In 
addition, a trending analysis must be performed on a rolling 12-month basis. 

Treasury has selected Freddie Mac to serve as its compliance agent for the HAMP. In its 
role as compliance agent, Freddie Mac will utilize Freddie Mac employees and 
contractors to conduct independent compliance assessments. In addition, loan level data 
will be reviewed for eligibility and fraud. 

The scope of the assessments will include, among other things, an evaluation of 
documented evidence to confirm adherence (e.g., accuracy and timeliness) to HAMP 
requirements with respect to the following: 

• Evaluation of Borrower and Property Eligibility 

• Compliance with Underwriting Guidelines 

• Execution of NP V/Waterfall processes 

• Completion of Borrower Incentive Payments 

• Investor Subsidy Calculations 

• Data Integrity 

The review will also evaluate the effectiveness of the servicer’s quality assurance 
program; such evaluation will include, without limitation, the timing and size of the 
sample selection, the scope of the quality assurance reviews, and the reporting and 
remediation process. 

There will be two types of compliance assessments: on-site and remote. Both on-site and 
remote reviews will consist of Ae following activities (among others): notification, 
scheduling, self assessments, documentation submission, interviews, file reviews, and 
reporting. 

For on-site reviews, Freddie Mac will strive to provide the servicer with (i) a 30-day 
advance notification of a pending review and (ii) subsequent confirmation of the dates of 
the review. However, Freddie Mac reserves the right to anive at the seivicer’s site 
unannounced. Freddie Mac will request the servicer to make available documentation, 
including, without limitation, policies and procedures, management reports, loan files and 
a risk control self assessment ready for review. Additionally, Freddie Mac may request 
additional loan files during the review. Interviews will usually be conducted in-person. 
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During the review window, Freddie Mac will review loan files and other requested 
documentation to evaluate compliance with HAMP terms. Upon the completion of the 
review, Freddie Mac will conduct an exit interview with the servicer to discuss 
preliminary assessment results. 

For remote reviews, Freddie Mac will request the servicer to send documentation, 
including, without limitation, policies and procedures, management reports, loan flies and 
a risk control self assessment within 30 days of the request. In addition, time will be 
scheduled for phone interviews, including a results summary call after the compliance 
review is completed to discuss preliminary results. 

The targeted time frame for publishing the servicer assessment report is 30 days after the 
completion of the review. Treasury will receive a copy of the report five business days 
prior to the release of the report to the servicer. 

There will be an issue/resolution appeal process for servicer assessments. Servicers will 
be able to submit concerns or disputes to an independent quality assurance team within 
Freddie Mac. 

A draft rating and implication methodology for the compliance assessments will be 
published in a subsequent Supplemental Directive and servicer feedback will be solicited 
prior to the finalization of the methodology. 
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Exhibit A: HAMP Trial Modification and Official Modification Loan Setup Data 
Elements 

The following data elements are necessary for the HAMP Loan Setup for Trial Modification and Official 
Modification transactions. 


Name 

- ' DtflBltiOS 

Unfa T'we 

■ 

pi 


GSE Servicer 
Number 

The Fannie Mae or Freddie Mac unique SavicCT 
identifier. 

Text (30) 


C 

c 

Servicer Loan 
Number 

The unique (for the lender) identifier assigned to the 
loan by the lender that is servicing the loan. 

Text (30) 


M 

M 

HAMP 

Servicer 

Number 


Text (30) 


M 

M 

GSE Loan 
Number 

A unique number assigned to each loan by a GSE 
(Fannie or Freddie) 

Text (30) 


C 

C 

Underlying 

Trust Identifier 

This is the CUSIP associated with the security. A 
unique identification number assigned to a security 
by CUSIP (Committee on Unifoim Security 
Identification Procedures) for trading. 

Text (9) 


c 

m 

Program Type/ 
Campaign ID 

A new program type that will identify campaip 
types. The unique id«itificr of a Loan Workout 
Campaign. 

Text (14) 

HMPl -HMP 
Delinquent. 

HMP2 - HMP 
Imminent 

Default 

HMP3 . Deed- 
in-lieu 

HMP4 - Deed- 
in-lieu with Jr. 

Lien 

HMP5 - Short 

Sale 

HMP6- Short 

Sale With Jr. 

Lien 

M 

M 

Investor Code 

Owner of the mortgage. 

Numeric 

(4.0) 

1 • Fannie Mae 

2 - Freddie Mac 

3 • Private 4 • 
Portfolio 
5-ONMA6- 
FHLMC 

M 

M 

Borrower First 
Name 

First Name of the Borrower of record 

Text (100) 


M 

M 

Borrower Last 
Name 

T he last name of the Borrower. This is also known 
as the family name or surname. 

Text (100) 


M 

M 

Boirower 

Social Security 
Number 

The Social Security Number of the borrower 

Numeric (9) 


M 

M 

Co-Borrower 
First Name 

First Name of the co-bonower of record 

Text(lOO) 


C 

C 
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Name 

Deflnitkin 

■ 

Aliownble 

Values 

f Loto Setupipr 
TriaTPeriod 
'v;.Mand5itdr7V 
Coiiditiorial 

Official 

oCdiidifiona! 

Co-Borrower 
Last Name 

Last Name of the co- borrower of reewd 

Text (100) 


C 

C 

Co-Borrower 
Social Security 
Number 

The Social Security Number of the Co-Borrower 

Numeric (9) 


0 

0 

Borrower 

Execution 

Date 

This is die date dial the borrower signs die mida! 
documentation for a modification. 



M 

M 

Submission 

Status 

Status of loan data being subanitted 

Numeric 

(4.0) 

1- Trial 

2- Borrower 
Disqualified 

3- Official 

4- Foreciosure 
Mitigation 

5- Cancel 

M 

M 

Date of 

Original Note 

The date on which the original loan funding was 
dispersed to the borrowerfs). 

Date 

(CCYY4ktM- 

DD) 


M 

M 

Unpaid 

Principal 

Balance before 
modification 

The total principal amount outstanding as of the end 
of the month. The UPB should not reflect any 
accounting based write-downs and should only be 
reduced to zero when the loan has been liquidated - 
either paid-in-full, charged-off, REO sold or Service 
transferred (before modification) 

Currency 

(20,2) 


M 

M 

Loan 

Mortgage 

Type Code 

The code that specifies the type of mortgage being 
applied for or that has been granted. 

Numeric 

(4.0) 

1 - FHA - Loans 
insured by the 
Federal Housing 
Administration 

2 • VA - Loans 
insured by the 
Department of 
Veteran’s 

Affairs, 

3 • Conven lions! 
with PM! -Non- 
government 
insured 
mortgages 
insured by a 
private (non- 
goverrunent) 
insurer. 

A - Conventional 
w/o PMl - 
Mortgages with 
neither 

government nor 
private morigage 
insurance. 

M 

M 

Last Paid 
Installment 

Date before 
modification 

Ihe due date of the last paid installment of the loan. 

Date 

(CeVY-MM- 

DD) 


M 

M 

First Lien 
Indicator 

Indicates if loan is fu'sc lien. 

Boolean 


M 

M 

Foreclosure 
Referral Date 

The date that the mortgage was referred to an 
attorney for the puqjose of initiating fmecloane 
proceedings- This date should reflect the refenal 
date of currently active foreclosure jsocess. Loans 
cured from foreclosure shmild not Jrave a referral 
date. 

Date 

(CCYY-M.M- 

DD) 


0 

0 
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Name 

Definition 

■ 

' Allowable 
Values 

■ 

■■ I 

NPVModei 
Result Amount 
Pre-Mod 

Net Present Value amount generated fiom the model 
before modification 



M 

M 

NPV Mode! 
Result Amount 
Post-Mod 

Net Present Value amount generated from flie model 
after modification 

Ctffrency 

ao,2) 


M 

M 

Amortization 
Term before 
modification 

Represents the number of montlK on which 
installment payments are based. Example; Balloon 
loans have a seven year life (Loan Term = 84) bm a 
30 year amortization period (y^nortizaticm Tam = 
3^). Installment payments are deteimined based on 
the 360 month lenn. 



M 

M 

Interest Rate 

before 

modification 

The interest rate in the month prior to loan 
modification. Please repoit as rounded to nearest 
m. <e.e. 4,125) 

Numeric 

(6.4) 


M 

M 

Principal and 
Interest 

Payment 

before 

modification 

The scheduled principal and interest amount in the 
month prior to loan modification. 

CurreiiQ' 

(20,2) 



M 

Escrow 

Payment 

before 

modification 

The escrow amount in the month prior to loan 
modification. The amount of mcmey that is collected 
from [added on to] the regular mtmihly mortgage 
payment to cover periodic payments of property 
taxes, private mortgage insurance and hazard 
insurance by the servicer on behalf of the 
mortgagee. Depending on tiie moitgage tenns, (his 
amount may or may not be collected. Generally, if 
the down payment is less than 20%, then these 
amounts are collected bv the scrvica. 

Cunoicy 

(20,2) 


C 

C 

Association 
Dues/ Fees 
before 
modification 

Existing monthly payment for association dues/fees 
before modification 

Cuirency 

(20,2) 


c 

B 

Principal 

Payment 

Owed or Not 
Reoorted 

If borrower has contributed any cash or amounts in 
suspense 

Currency 

(20,2) 


c 

B 

Other 

Contributions 

If there are any amounts contributed by the 
borrower due to 1 lazard Claims 

Currency 

(20.2) 


c 

n 

Attorney Fees 
Not in Escrow 

Estimated legal fee not in escrow for advances 
capitalization and liquidation expense calculation 

Currency 

(20.2) 


c 

B 

Escrow 

Shortage for 
Advances 

Any Escrow advance amoimts to be capitalized. 

Currency 

(20,2) 


c 

c 

Other 

Advances 

Other advances for advances capitalization otha 
than escrow. Example: Attorney fees. Servicing 

Fees, etc. 

Currency 

(20,2) 


c 


Bonower 

Conttibutions 

If the borrower is contributing any amounts, they 
must be reported here 

Currency 

(20,2) 


c 

B 

Modified Loan 
Tenn - Officer 
Signature Date 

Servicer sign off at the offica level for the loan 
modification. This is the date the serviced s offica 
approved the loan modification. This column will be 
populated for modification cases that need 
reclassification. There is no conversion needed fw 
existing cases 

Date 

(CCYY-MM- 

(X» 


■ 

C 
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H 

Definition 


B 



Disbursement 

Forgiven 

If there are any Forgiven disbursement for advances 
capitalization 

Currency 

(2oa) 


C 

C ' 

Monthly 

Housing 

Expense 

before 

modification 

The dollar amount per month of the borrower’s 
present housing expense .May be used fw ti»ir 
primary or non-primary residMce. ThB im^ be 
Principal, Interest, Taxes, Insurance and AssocKrtion 
Dues<PITI.A). 

Currency 

(»),2) 


M 

M 

Delinquent 

Interest 

Delinquent interest for interest capitalization. It is 
the amount of delinquent interest ftron the 
delinquent loan's L.Pt date to the wcnlcout execution 
date. 

Currency 

(20,2) 

■ 

M 

M 

Interest Owed 
or Payment 

Not Reported 

If there is Interest owed/received IhH not r^Mited 
for interest capitalization, this field must be 
populated. 



C 

C 

Servicing Fee 
Percent after 
modification 

Percentage of servicing Fee afto' loan modification { 
e.g. 0.25) 



M 

M 

Product before 
Modification 

The mortgage product of the loan before the 
modification. 

Numeric 

(4.0) 

I- ARM, 2- 
Fixed Rate, 3 - 
Step Rate, 4 - 
One Step 

Variable, 5 - 
Two Step 

Variable, 6 - 
Three Step 
Variable. 

7 - Four Step 
Variable, 8 - 
Five Step 
Variable,? - Six 
Step Variable, 10 
- Seven Step 
Variable,! 1 - 
Eight Step 
Variable, 12 • 

Nine Step 
Variable,I3- 
Ten Step 

Variable, 14 - 
Eleven Step 
Variable, IS • 
Twelve Step 
Variable. 16- 
Thirteen Step 
Variable, 17 - 
Fourteen 

M 

M 

Maturity Date 

before 

Modification 

The date on which the mortgage obligation is 
scheduled to be paid off, according to the mortgage 
note. Maturity Date is commonly called Balloon 

Date for balloon loans, fiM" which scheduled 
amortization does not pay ofiT the bailee of the 
loan, so that there ks a final, Ituge "balloon" payment 
at the end. 

Date 

(CCYY-MM- 

DD) 


M 

M 
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' ■ Name 

Definition 

■ 



'■'1 

Remaining 

Tenn before 
Modification 

The number of months until the loan will be paid 
ofi*. assuming that scheduled paym«)ts are 

This will equal lesser of 1 The number of nranths 
until the actual balance of the loan will anortize to 
zero; or 2. the number of months difference 
between the Loan Extended Term and die number of 
payments made by the borrower, where nundia' of 
payments made by the borrower b derived 

Actual Last Paid Installment Date - First Installment 
Due Date - 1 (in mondis). 

Numeric 

(4.0) 


M 

M 

Front Ratio 
before 

Modification 

The refreshed Front-end DTf (Principal, Interest, 
Taxes, Insurance and Associatiim Dues (PITIA)) 
housine ratio. 

Numeric 

(4,2) 


M 

M 


Percentage of borrower's PITIA plus debts to 
income ratio. Borrower Total Debt To Income 

Ratio Percent. The monthly expenses divided by 
the total monthly income for the Bmiower. (e.g. 
30-25) 

Numeric 

(4,2) 


M 

M 

Principai and 
Interest 

Payment at 

11% DTI 

Principal and Interest payable for a 3 1% Debt to 
Income ratio 

Currency 

(20,2) 




Principal and 

Interest 

Payjnent at 

38% DTI 

Principal and Interest payable for a 38% Debt to 
Income ratio 

Currency 

(20,2) 


M 

M 

Property - 
Number of 

Units 

Number of units in subje« property (Valid values 
are 1 , 2. 3 or 4) 

Numeric 

(4.0) 


M 

M 

Property - 
Street Address 

The street address of the subjea property 

Text (100) 


M 

M 

Property - City 

The name of the city where the subject property is 
located 

Text(lOO) 


M 

M 

Property - 
State 

The 2-character postal abbreviation of the state, 
province, or region of the subject property. 

Text (2) 


M 

M 

Property -Zip 
Code 

The code designated by the postal service to direct 
the delivery of physical mail or which corresponds 
to a physical location. In the USA, this can take 
either a 5 digit form (ZIP Code) or a 9-digit fonn 
(ZIP +4). 

Text (9) 


M 

M 

Property 
Valuation - 
Method 

Type of value analysis. 

Numeric 

(4.0) 

1 - Full appiaisa) 

- Prepared by a 
certified 
appraiser; 2 - 
Limited 
appraisal - 
Prepared by a 
certified 
appsaiser; 3 - 
Broker Price 
Opinion “BPO” 

- Prepared by a 
real estate broker 
or agent; 4 - 
Desktop 

Valuation •- 
Prepared by bank 
employee; 5 - 
Automated 
Valuation Model 

M 

M 
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Definitloin . ' 

■ 

.'''.'".'Afiowable' 

\'.:Lbaii;Setup:for,': 

■ Trial Period : 
Mandatory/ 

' Conditlbrial' 

C^cial 

Modification 

Coiidifibnal 




“AVM" 6 - 
Automated 
Valuation Model 
“AVM"- Other 



Property 
Valuation - 
Date 

DateoftiiepropCTty value analysis 

Date 

(CCYY-MM- 

DD) 


M 

M 

Property 
Valuation - As 

Is Value 

Property as-is value determined by the jHopCTty 
valuation 

Currency 

(20,2} 


M 

M 

Property 

Condition 

Code 

A code denoting the conditiwi of the subject 
properly. 

Numeric 

(4.0) 

1 - Excellent 

2 - Good, 

3 - Fair 

4 • Poor 

5 • Condemned 
d- Inaccessible 

M 

1 

Property 
Occupancy 
Status Code 

A code identifying the occupancy by the boirower 
of the subject property. 

Numeric 

(4.0) 

1* Vacant 

2 ' Borrower 
Occupied 

3 - Tenant 
Occupied 

4 - Unknown 

5 - Occupied by 
Unknown 

M 

1 

Property 

Usage Type 
Code 

A code identifying the intended use by the borrower 
of the property. 

Numeric 

(4.0) 

1 • Principal 
Residence 

2 - Second or 
Vacation Home 

3 • Investment 
Prooertv 

M 

M 

Modiiication 
Effective Date 

The date on which the loan terms will be modified. 



M 

M 

Product After 
Modification 

The mortgage product of the loan, after the 
modification (Fixed or Step). 

Numeric 

(4.0) 

1-ARM,2- 
Fixed Rate, 3 ■ 

Step Rate, 4 - 
One Step 

Variable, 5 - 
Two Step 

Variable, 6 - 
Three Step 
Variable, 

7 - Four Step 
Variable, 8 - 
Five Step 

Variable, 9 • Six 
Step Variable, 10 
- Seven Step 
Variable. 1 1 - 
Eight Step 
Variable, 12 - 
Nine Step 

Variable, 13 - 
Ten Step 

Variable, 14 - 
Eleven Step 
Variable, 15 - 
Twelve Step 
Variable. 16- 
Thirteen Step 
Variable, 17 - 
Fourteen 

M 

M 
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' :Naine' ■ 

DeflnltioQ . . 

DataTvne 

*■ Allowable 
Values 


iH 

Amortization 
Tenn after 
Modification 


Numeric 

(4.Q) 


M 

M 

Unpaid 

Principal 
Balance after 
modification 

The unpaid prmcipa! balance of a loan aft^ the loan 
modification. The unpaid principal balatxteaf^ 
modification excludes any applicable fcHiKarmce 
amount and can also be referred to as Net UPB 
Amount. 

Currency 

(20,2) 


M 

M 

Last Paid 
Installment 

Date after 
modification 

The due date of the last paid installmCTt of die loan. 

Date 

(tXYY-MM- 

DD) 


M 

M 

interest Rate 
after 

modification 

The interest rate in the month after loan 
modification. 

Numeric 

(6.4) 


M 

M 

Interest Rate 
Lock Date for 
Modification 

The date that the rate lock was applied - in reference 
to modification of loan terms 

Date 

(CCYY-MM- 

DD) 


M 

M 

First Payment 
Due Date after 
modification 

Fiist payment due date under the modified terms 

Date 

{CCYY-MM- 

DD) 


M 

M 

Principal and 
Interest 

Payment after 
mi^ification 

The P&I amount after modification 

Currency 

(20,2) 


M 

M 

Escrow 

Payment after 
modification 

Existing monthly payment to escrow-after 
modification 

CuiTCncy 

(20,2) 


M 

M 

Monthly 

Housing 

Expense After 
Modification 

The dollar amount per month of the borrowers 
housing expense after modification .May be used for 
their primary or non-primary residence. This must 
be Principal, Interest. Taxes, Insurance and 
Association Dues(PlTlA). 

Currency 

(20.2) 


M 

M 

Maturity Date 
after 

modification 

The maturity date of the loan after modification 

Date 

(CCYY-MM- 

DD) 


M 

M 

Principal 

Forbearance 

Amount 

The total amount in dollars of the principal diat was 
deferred dirough loss mitigation. 

Currency 

(20,2) 


C 

C 

Term after 
Modification 

For loans where die tenn of the loarr can be 
extended rather than increasing the principal and 
interest payment, this is the total term of the loan 
including any extension. For all non-extcndablc 
loans, the extetrded term defaults to the original 
term. 

Numeric 

(4.0) 


M 

M 

Front Ratio 
after 

modification 

Percentage of borrower's PIT! A to income ratio 

Numeric 

(4.2) 


M 

M 

Back Ratio 
after 

modification 

Percentage of borrower's PITIA plus debts to 
income ratio 

Numeric 

(4.2) 


M 

M 

Principal 

Write-Down 

(Torciveness) 

Amount of principal written-down w forgiven 

Currency 

(20,2) 


C 

C 

Paydown or 
Payoff of 
Subordinate 
Liens 

Have sub-ordinate liens been paid offor paid down? 

Boolean 

True/False 

a 

c 

Paydown or 
Payoff of 
Subordinate 

Amount of paydown or payoff of uibrndinate liens 

Currency 

(20,2) 


c 

c 
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:',v, jjanie':''"',. 





HU 

Liens Amount 






Max Interest 
Rate after 
modincation 

interest rate cap for the loan. 

Number 

(6.4) 


M 

M 

Length of Trial 
Period 

The length of the trial period 

Numeric 

(3,0) 


M 

M 

1“ Trial 

Payment Due 
Date 

The date the I st payment is due during the bial 
period 

Date 

(CCYY-MM- 

DO) 


M 

n 

I ‘‘Trial 

Payment 

Posted Date 

The date the first payment posted during the Trial 
period 

Date 

(CCYY-MM- 

DD) 


M 

n 

1“ Trial 

Payment 

Received 

Amount 

This is the actual amount of the Payment received 
from the Boirower to the Servicer fOT the 1st Trial 
payment. 

Cunency 

(2Qa) 


M 

0 

lfthel^oduqtTypeAft«'ModificationisSt^RatetbenatleastoneoccimenceofCbefoUowiBggiT>^}off!eldsnuistexist. The first occurrence 
must have a steo effective date of 5 vears for the ftrst effective due date after modiftcatbo. 1 

Step - Interest 
Rate Step 
Number 


Nutnotc (4) 


M 

M 

S^- 
Payment 
Effective Date 

The date the payment wriU be effective. 

Date 

(CCYY-MM- 

DD) 


M 

M 

Step -Note 

Rate 

The interest rate in die raondt after loan 
modification. 

Numeric 

(6,4) 


M 

M 


liffIMiiiiliii 

Numeric (4) 


M 

M 

Step- 

Principai and 
Interest 

Payment 

P&l Amount • The amount of the principal and-'or 
interest payment due on the loan for each 
installment, beginning on the effeclive date. 

Cuireocy 

(20.2) 


M 

M 
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Exhibit B: HAMP Monthly Trial Data Collection Elements 


The following data elements are nec^sary for recording borrower payments during the trial period. 


/-'Name 

Definition 

• . DotaType 

.v'j^loiraWe':' 

; Values : 

Mraiiatpiy/ 

Coiiditionat 

HAMP Servicer Number 

BHBHISi 

Text (30) 


M 

Servicer Loan Number 

BHBSB 

Text (30) 


M 

GSE Loan Number 

A unique number assigned to each 
loan bv a GSE (Fannie or Freddie) 

Text (30) 


C 

GSE Servicer Number 

The Fannie Mae or Freddie Mac 

unioue Servicer idenliii». 

Text (30) 


C 

Trial Paymenl Number 

The number of the trial payment being 
reported. Tbe cock that is used to 
define a single payment number (hat 
will be oneofaseriesofpaymHits 
that together will complete a loan trial 
oavmcnt oeriod. 

Numeric (4,0) 

■ 

M 

Trial Payment Received 
Amount 


Cunency (20,2) 


M 

Trial Payment Posted Date 

The date the payment was posted 
during the trial period. 

Date 

(CCYY-MM-DD) 


M 
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Exhibit C: Monthly Loan Activity Records 


The following data elements are required for monthly loan activity records (LARs). Step rate attributes 
(interest rate, rate effective date, P&! payment) will only be reported on the LAR the month before the rate 
change is effective. The Action Code and Action Date are only reported when a loan is being removed 
(e.g., payoff, repurchase). 


Name 

Definition 

Data Type 

Allowable Values 

Mandatory/ 

Conditional 

HAMP Servicer Number 

A unique identify assigned to each 
Servicer that is participating in the 

HAMP OTOgram. 

Text (30) 


M 

Servicer Loan Number 

The unique (for the lender) id^tifier 
assigned to the loan by the lender fiiat b 
servicing toe low. 

Text (30) 


M 

Last Paid Instaibnent Date 

After Modification 

The due date of toe last paid instoilment 
of toe loan. 

Date 

(CCYY-MM-DD) 


M 

Unpaid Principal Balance After 

Modification 




M 

Interest Payment 

interest Kirtiwi of the P&l remitted 

Cunencv(20.2) 


M 

Principal Payment 




M 

Step - Payment Effective Date 

The date the payment will be effective. 

Date 

(CCYYMM-DD) 


C 

Step -Note Rate 

The interest rate in the month after loan 
modification. 

Numeric (6,4) 


C 

Step - Principal and Interest 
Payment 


CuiTcncy(20,2) 


c 

Action Code 

A co^ reported by the lender to update 
the loan that indicates the action that 
occurred during toe reporting period 

Numeric 

60 (payoff) 

65 (repurchase) 

70 (liquidation 
held for sale) 

71 (liquidation 
party sale/ 
condemnation/ 
assigned to 

FHA/VA) 

72 (liquidated - 
pending 
conveyance) 

76 (Deed in Lieu) 

77 (Deed-in-Lieu with 

Jr. lien) 

78 (SbonSale) 

79 (Short Sale with Jr. 

Lien) 

c 

Action Code Date 

The effective date of toe action 
associated with the action code. The 
action date is required for certain action 
codes. 

Date 

{CCYY-MM-DD> 

N/A 

c 
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Exhibit D 

HAMP Additional Data Requirements 

Data required to be collected as specified below must be reported on a loan by loan 
basis starting on October 1 , 2009. This document does not describe all of the data 
that the servicer must retain; it addresses only the data that must be reported. 

Must be reported starting October 1 . 2009 for transactions occurring before October 
1.2009 

• Race, ethnicity, sex of borrower and co-borrower (submission by borrower is 
voluntary) 

■ Middle name ofborrower and co-borrower 

■ Date of birth ofborrower and co-borrower 

■ Credit score of borrower and co-borrower 

■ NPV Model inputs, e.g., discoimt rate, flag for nonstandard model, non-standard 
re-default rate, non-standard cure rate 

• Selected data on loan, borrower, and property characteristics as of origination, to 
the extent already required by OCC or OTS to be reported under “Mortgage 
Metrics” 

The above fields must be collected as follows and reported starting October 1, 2009: 

• all completed modifications; 

• trial modifications commenced on or after July 1, 2009; and 

• starting on October 1 , 2009, loans evaluated for a modification (to be defined) 
that do not enter trial modifications. 

Must be reported starting October 1. 2009 (detailed definitions to be provided bv June 
1.2009J 

■ Reason loans evaluated for a modification were not modified, or that trial 
modification was not completed 

■ Status and disposition of eligible loans not modified, including trial mods not 
completed 

■ Status and disposition of loans that were modified but failed to remain in good 
standing because they became 90 or more days delinquent 

■ Second liens - flag for presence of a second lien; source of information (e.g., 
credit report); available terms (e.g., fixed vs. ARM; closed- vs. open-end); owner; 
and payoff Continuous tracking of second lien status is not required. 

■ Purpose of loan (e.g., home purchase, refinance, cash-out refi) 

■ Information about foreclosure suspension 

■ Information about reliance on non-borrower household income 

■ Flag for borrower in bankruptcy at time of modification 

■ Flag for borrower in loss mitigation prior to modification 

■ Information about involvement of a third party representing the borrower 

■ Information about mortgage insurance 
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Washington Post Staff Writer 
Saturday, June 19, 2010 

Minority homeowners have been disproportionately affected by the foreclosure crisis and 
stand to lose homes at a faster pace than white borrowers in the future, according to a 
report released Friday by a nonprofit research group. 

The study by the Center for Responsible Lending found that whites made up the majority 
of the 2.5 million foreclosures completed between 2007 and 2009 -- about 56 percent - 
but that minority communities had significantly higher foreclosure rates. 

While about 4.5 percent of white borrowers lost their homes to foreclosure during that 
period, black and Latino borrowers had 7.9 and 7.7 percent foreclosure rates, 
respectively. That means that blacks and Latinos were more than 70 percent more likely 
to lose their homes to foreclosure during that period, the study found. 

Overall, blacks lost about 240,020 homes to foreclosure, while Latinos lost about 
335,950, according to the study, which analyzed government and industry data on 
millions of loans issued between 2005 and 2008 - the height of the housing boom. 

The "analysis suggests dramatic differences in how the foreclosure crisis has affected 
racial and ethnic groups," the report said. "Afncan American and Latino borrowers have 
borne and will continue to disproportionately bear the burden of foreclosures." 

The study is the latest to examine the housing crisis and its disparate impact on minority 
communities. A study by the National Community Reinvestment Coalition released in 
April found that black and Latino homeowners in the Washington region were almost 20 
percent and 90 percent more likely, respectively, to face foreclosure or lose their homes 
than similarly situated whites. 

Housing experts have pointed to a variety of factors to explain the disparity, including 
higher unemployment rates in minority communities and traditionally fewer financial 
resources for black and Latino borrowers to fall back on. 

But the Center for Responsible Lending's study foimd that the disparate foreclosure rates 
also apply to well-to-do homeowners. High-income black borrowers, for example, were 
80 percent more likely to lose their homes to foreclosure than their white counterparts, 
while Latino borrowers were 90 percent more likely. 
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Research has shown that minority borrowers were more likely to receive subprime loans 
during the housing boom even if they had credit scores, incomes and loan sizes similar to 
those of whites. Some housing experts say that minority borrowers received higher rates 
on subprime loans compared with similarly situated white borrowers, resulting in higher 
monthly payments and quicker defaults. 

"I think it reflects that minority borrowers were targeted by the sellers of these [risky] 
mortgages," said Barry Zigas, director of housing and credit policy at the Consumer 
Federation of America. 

The Treasury Department has said it will collect data on the racial makeup of 
homeowners helped under its Making Home Affordable foreclosure-prevention program. 
That program's standards and processes should minimize disparities between how 
homeowners are treated, lending industry officials have said. 

"It is incumbent upon us to make sure that we look at all of the options" under the federal 
program to help all homeowners, said Faith Schwartz, senior adviser and consultant to 
Hope Now, an industry group. "We can always step back and say, 'Is there anything more 
that can be done to neutralize any negative impact on minorities or borrowers' " with 
particularly risky tyqDes of loans. 

In addition to the millions of borrowers who have already lost their homes, about 5.7 
million are at risk of foreclosure, the report said. About 494,930 blacks and 73 1 ,660 
Latinos are at imminent risk of foreclosure, the report said. 

The report comes as government foreclosure-prevention efforts falter and banks make 
their way through a backlog of seriously delinquent homeowners and repossess homes at 
a higher rate. Economists expect distressed properties to be a drag on the housing market 
for years, particularly if high unemployment levels persist. Moody's Economy.com 
estimates that more than 1 .5 million homes will be lost to foreclosure this year. 
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THE National Community Reinvestment Coalition 

The National Community Reinvestment Coalition is an association of more than 600 
community-based organizations that promote access to basic banking services, including credit 
and savings, to create and sustain affordable housing, job development, and vibrant 
communities for America's working families. Our members include community reinvestment 
organizations, community development corporations, local and state government agencies, 
faith-based institutions, community organizing and civil rights groups, minority- and women- 
owned business associations, and social service providers from across the nation. Their work 
serves primarily low- and moderate-income neighborhoods and communities. 

NCRC is a recognized United States Department of Housing & Urban Development 
National Housing Counseling Intermediary Organization who, with its affiliates, provides 
foreclosure prevention, pre-purchase, landlord tenant, fair housing, reverse mortgage, 
consumer credit and financial education services at no cost to consumers. 

The Board of Directors would like to express its appreciation to the NCRC professional 
staff that contributed to this publication, and continue to serve as an invaluable resource to all 
of us committed to promoting responsible lending and a financially inclusive society. For more 
information, please contact: 

John Taylor, President and CEO 

David Berenbaum, Chief Program Officer 

Michael D. Mitchell, Esq., Director, National Neighbors 

Jeffrey Paul May, Assistant Director, National Neighbors 

Cheryl Cassell, Manager, NCRC Housing Counseling Network 


© 2010 by the National Community Reinvestment Coalition. Reproduction of this document is permitted and 
encouraged, with credit given to the National Community Reinvestment Coalition. 
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Executive Summary 

Foreclosure prevention and rescue modification scams present a growing concern for 
the consumer protection community. Numerous consumer complaints and NCRC's mystery 
shopping investigation confirm that companies that pose as "rescuers" are a pervasive threat to 
community stability and sustainable homeownership. This report identifies common scams 
perpetrated against consumers, including phantom help, reverse mortgages, title theft, and 
short sale fraud, and highlights those important red flags that every homeowner must know. In 
addition, NCRC's findings demonstrate that an aggressive legislative solution and added public 
and private oversights and enforcement is necessary to prevent consumers from being harmed. 

Over 80% of the companies "tested" in this study gave consumers problematic advice 
and offered little or no guarantees for their "professional" services. They quoted consumers an 
average fee of $2600 for the same services that could be readily obtained from HUD Certified 
Counseling Agencies or by dealing directly with mortgage servicers. Furthermore, many 
companies were truly out to scam homeowners, looking to strip equity, steal title, or sell 
services that would allow the company to profit at the expense of consumers and lead to 
foreclosure and irreparable harm to the consumers' credit and financial situation. Less than 20 
percent followed Federal Trade Commission (FTC) guidance that requires companies to inform 
consumers of alternatives such as nonprofit organizations that provide foreclosure prevention 
services for free. In about a quarter of the mystery shopping calls, the shoppers were advised 
not to pay their mortgage or have any contact with their lender. 

Foreclosure modification scams have been a problem for years. However, with the 
recent increase in foreclosures, scams have become more prevalent and present a significant 
consumer protection concern. 
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Background & Recommendations 

Solving the foreclosure crisis is critical for the economic health of this country. Since the 
onset of this crisis, $7 trillion in household wealth has been lost. This translates into reduced 
consumer spending, depressed business activity, a lower gross national product, lower property 
tax receipts, and higher local and state budget deficits. Foreclosures not only impact individual 
homeowners but entire neighborhoods through declining property values, increases in 
abandonment, decay, crime, and vandalism. In short, the continued failure to adequately 
address this crisis multiplies the profound social, cultural, and economic injury to our nation. 

The foreclosure tsunami has been further compounded by the highest unemployment 
rates in the last quarter center. In a vicious cycle, the record rates of unemployment and 
reduction in wages are now feeding continued foreclosures. 

In the face of this "Great Recession" the Bush Administration encouraged the private 
sector to create the HOPE Now Alliance with the purpose of coordinating the foreclosure 
prevention efforts of counseling organizations, servicers, and other financial institutions. While 
the HOPE Now Alliance recorded 3.1 million loan workouts during 2007 and 2008, two-thirds of 
these workouts only deferred or re-scheduled borrower payments without lowering monthly 
payments. Meanwhile, the foreclosure crisis worsened. 

Subsequently, the Obama Administration created two programs, the Home Affordable 
Modification Program (HAMP) and the Home Affordable Refinance Program (HARP) that aimed 
to increase the number of loan modifications and refinances by offering public subsidies to 
financial institutions and borrowers. Using $75 billion of funding from the Troubled Asset Relief 
Program (TARP), HAMP's goal is to reach 3 million to 4 million borrowers. 

Unfortunately, these current programs are not keeping pace with foreclosures. Today, 
after almost a year of its launching, the HAMP program has fallen short of this goal. While it 
has offered homeowners almost 1.35 million trial modifications, only 170,207 or 12.5 percent, 

s 
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have been converted into permanent modifications. In addition, the HARP program has assisted 
only 200,000 borrowers refinance into lower cost loans. The fact of the matter is that these 
federal government programs and the good faith efforts of servicers alone are not sufficient to 
reduce the volume of foreclosures that last year displaced 2.9 million households and this year 
economists estimate may reach as many as 4.5 million mortgage holders as Option ARM resets 
and interest rate adjustments hit. 

As consumers struggle to maintain their housing, "predatory" for-profit foreclosure 
prevention service providers are undermining the legitimate efforts of the Administration, 
mortgage servicers, the HOPE Now Alliance, HUD Counseling Intermediaries and their affiliated 
state and local counseling agencies who work with consumers at no cost. 

Testing of foreclosure prevention service providers reveals that consumers experience a 
wide range of treatment. In the best-case scenario, consumers receive fair advice, and cost- 
effective strategies for preserving homeownership. However, many companies have been 
revealed to be sources of misinformation. Further testing is needed to fully assess the nature of 
the problem, but many avenues for consumer-protection enforcement are already apparent. 

The testing results underscore the need for an effective legislative solution and 
increased public and private sector oversight combined with effective education and outreach 
to ensure consumers work with responsible providers. Modification companies are often 
operating in a regulatory vacuum, without any accountability, and may be preventing consumer 
access to the Home Affordable Mortgage Program and the Home Affordable Refinance 
Program. 
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Foreclosure Rescue Scams: A Nightmare Complicating the American Dream 

Each year counselors within the NCRC Housing Counseling Network assist thousands of 
consumers. United States Department of Housing and Urban Development certified housing 
counselors understand that for each and every family we counsel, the possibility of losing their 
home to foreclosure is real and terrifying. However, the reality that scam artists are preying on 
the vulnerability of desperate homeowners is equally frightening. This is why NCRC 
commissioned over 200 mystery shops of for-profit foreclosure prevention providers in 2009. 

NCRC frequently receives "eleventh hour" requests from consumers who facing 
imminent foreclosure and have been taken advantage of by so-called foreclosure rescue 
companies or foreclosure assistance firms. They operate under a bait-and-switch technique, 
promising homeowners that they can save their home. Many inform consumers that they can 
more effectively navigate the maze of federal and state foreclosure assistance programs and 
speed the process along with their mortgage servicer. Many were brazen enough to offer a 
money-back guarantee without placing the assurance in writing. Unfortunately, once a 
foreclosure fraudster takes homeowners' money, they leave consumers much the worse for 
wear. 


It is NCRC's counselors' experience that fraudulent foreclosure "rescue" professionals 
use half-truths and outright lies to sell services that promise relief and then fail to deliver. Their 
goal is to make a quick profit through the fees or mortgage payments they collect from 
consumers, but do not pass onto the lender. Sometimes, they even assume ownership of the 
property by deceiving the homeowner. Then, when it's too iate to save our client's home, they 
take the property or siphon off the equity. Ultimately, the consumer, who thought that they 
were working with a reputable firm, loses their home to foreclosure despite their best 
intentions. 
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How the Scams Work 

Foreclosure rescue firms use a variety of tactics to find homeowners in distress. Some 
sift through public foreclosure notices in newspapers and on the Internet, or through public 
files at local government offices, and send personalized letters to homeowners. Others take a 
broader approach through ads on the Internet, on television, in the newspaper, with posters on 
telephone poles, median strips and bus stops, or with flyers or business cards at your front 
door. The scam artists use simple and straight-forward messages, including: 

"Stop Foreclosure Now!" 

"We guarantee to stop your foreclosure." 

"Keep Your Home. We know your home is scheduled to be sold. No Problem!" 

"We have special relationships within many banks that can speed up case approvals." 

"We Can Save Your Home. Guaranteed. Free Consultation" 

"We stop foreclosures everyday. Our team of professionals can stop yours this week!" 

Once they have a customer's attention, they use a variety of tactics that have been well- 
documented by the National Community Reinvestment Coalition, housing counselors, the 
Federal Trade Commission, State Attorneys General, The United States Department of Housing 
and Urban Development, the National Consumer Law Center, and the media. 
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Documented Mortgage Scams 

NCRC's housing counselors have reported and NCRC fair lending "testers" or "mystery 
shoppers" have documented the following scenarios that consumers should be aware of and 
avoid; 

Reverse Mortgage Fraud 

Method: Elderly people who may have lost retirement funds sometimes turn to a 
reverse mortgage, which allows them to take a new mortgage out on a house they've 
already paid off. While this is sometimes a helpful tool, industry watchers and 
government officials warn about people charging sky-high fees. 

Result: Elderly people are either cheated by high fees or, in worst-case scenarios, lose 
their house because they signed documents they did not understand. NCRC has testified 
on this issue before the House Financial Services and Judiciary Committees, 

Phantom Help 

Method: A type of foreclosure rescue scam in which a fraudster collects an upfront fee 
from homeowners trying to save their homes from foreclosure - and then disappears. 

Result: Criminals do nothing and pocket the fee. 

Mortgage-Related Identity Theft 

Method: Perpetrators use stolen identities to buy properties outright or take out 
mortgages. 

Result: Victims find out they are on the hook for mortgages and loans, even though 
they believed that they were released from their mortgage obligation. 
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Short Sale Fraud 

Method: A buyer colludes with real estate agents or others to give faulty appraisals or 
broker price opinions (BPOs) to banks and convinces them a property is worth less than it 
is. 


Result: Banks are defrauded and surrounding property values can drop. This is a 
growing problem, and NCRC is very concerned about the use of BPOs in the Obama 
administration’s new Home Affordable Foreclosure Alternatives (HAFAj initiative. 

Bait And Bump 

Method: Lenders or brokers dangle attractive loans in front of desperate homeowners. 
But when it comes time to close, buyers are told that they do not qualify or that it's too 
late to switch. 

Result: Homeowners are left with mortgages they can't pay for or end up signing away 
their homes. 

Equity Stripping Or Skimming 

Method: There are several definitions for this, one of which is synonymous with lease 
buy-back (see below). Another iteration occurs when a fraudster convinces people to 
invest in or buy properties, using their credit to get loans for inflated property values, 
but walks away. 

Result: Investors are left with properties, which often have been neglected and have 
gone into foreclosure. 
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Lease Buy-Back 

Method: Homeowners facing foreclosure sign over the deed to a company or individual 
who promises to sell it back after a period of time, during which the homeowners can 
get their finances in order, in the meantime, they are told they will be allowed to rent 
the house. 

Result: The scammer evicts the original homeowner-turned-renter and keeps or sells 
the property. 

Bankruptcy Foreclosure 

Method: The scam artist may promise to negotiate with the lender or to get refinancing 
on the consumer's behalf if they pay an up-front fee. Instead of contacting the lender or 
refinancing the loan, the scam artist pockets the fee and files a bankruptcy case in the 
consumer's name - sometimes without their knowledge. 

Result: While this bankruptcy filing may stop the home foreclosure, it will only 
temporarily do so. Further, the bankruptcy process is complicated, expensive, and 
unforgiving. For example, if the consumer fails to attend the first meeting with the 
creditors, the bankruptcy judge will dismiss the case and the foreclosure proceedings 
will continue. Ultimately, the consumer will lose the money he or she paid to the scam 
artist as well as the home. Also, a bankruptcy stays on your credit report for 10 years, 
and can make it difficult to obtain credit, buy a home, get life insurance, and sometimes 
get a job. 
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10 "Red Flags" 

If you're looking for foreclosure prevention help, ovo/dany business that: 

1. Guarantees to stop the foreclosure process - no matter what your circumstances; 

2. Instructs you not to contact your lender, lawyer, or credit or housing counselor; 

3. Collects a fee before providing you with any services; 

4. Accepts payment only by cashier's check or wire transfer; 

5. Encourages you to lease your home so you can buy it back over time; 

6. Tells you to make your mortgage payments directly to it, rather than your lender; 

7. Tells you to transfer your property deed or title to it; 

8. Offers to buy your house for cash at a fixed price that is not set by the housing market at 
the time of sale; 

9. Offers to fill out paperwork for you; or 

10. Pressures you to sign paperwork you haven't had a chance to read thoroughly or that 
you don't understand. 
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How Can Consumers Avoid Becoming a Victim? 

• Be skeptical of people who make unsolicited contact. 

• Do not hesitate to ask as many questions as you need until you understand what you 
are signing. 

• Do not sign blank forms. 

• Check to make sure your name is correctly on documents and matches your 
identification. 

• Check company, mortgage agent, real estate agent and lawyer's certifications through 
state agencies. 

• Review the value of the home by comparing it with others nearby, and go over the sales 
history of the home to see whether the value has been inflated through multiple sales. 

• Remember, if it's too good to be true, it probably is. All HAMP, HARP and FHA 
assistance programs are time consuming and servicers are overwhelmed by requests for 
assistance. Do not believe any providers' representations that they will be able to fast 
track your application at a cost. 
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Foreclosure Modification Scams: NCRC Fair Lending Audit 

Foreclosure modification scams have been a problem for years. However, with the 
recent increase in foreclosures, scams have become more prevalent and present a significant 
consumer protection concern. By promising an easy fix for a fee, scammers mislead 
homeowners into believing that they will get a modification that significantly lowers their 
payment, or stabilizes an exploding adjustable rate mortgage ("ARM"). Consumers are 
encouraged to deal only with the for-profit company or mortgage service provider, and 
sometimes are advised to cease making payments as they are contractually obligated to do. 
Scammers often fail to deliver the services they advertise, and consumers are left in a worse 
position than before - further behind on their home loan, with no recourse or hope of a 
refund. More vulnerable than ever, consumers may fall prey to other schemes, such as a 
transfer of title without a release of the mortgage obligation. Directed to make rental payments 
to the new owner, the home may still fall into foreclosure. At the end of the process, 
consumers find themselves without equity, with scarred credit, and with nothing to fall back on. 
Community ties are ruptured and neighborhoods become more prone to blight, disinvestment, 
and elevated crime. 

To address the concerns surrounding rescue scams, NCRC conducted a research study 
for three months in mid-2009 by using "fair lending matched pair testing" or "mystery 
shopping" to assess the extent of the problem. Our findings demonstrate that an aggressive 
legislative solution and added public and private oversights and enforcement are necessary to 
prevent consumers from being harmed. 
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Fair Lending Audit Methodology 

Mystery shoppers called national and local foreclosure prevention service providers to 
ascertain: 

1. The fees for their services; 

2. The types of services offered; 

3. The documentation that was required to receive services; and 

4. The types of agreements/arrangements troubled homeowners must enter to receive 
services and/or keep their homes, and other recommendations that were made. 

The mystery shoppers posed as distressed borrowers who were delinquent in their 
mortgage payments and needed foreclosure prevention assistance. 

Shoppers informed service providers of a scenario in which they had received an interest- 
only loan that was initially affordable, but had adjusted sharply to rates above the current 
market. After several years in their homes, the shoppers had lost at least 20 percent of their 
property value, but could afford their mortgage balance under the initial terms of the loan, and 
under current market rates. These troubled borrowers had missed the previous month's 
payment and had been yet unable to pay the current month's payment, making them 31 to 59 
days behind, depending ori when the test was carried out. No shoppers were yet in foreclosure, 
and a loan modification would be a sustainable solution to ensure continued homeownership. 

Mystery shoppers were instructed to only disclose information about their financial 
hardship, and not to disclose personal information such as property address, date of birth, last 
name, home phone number, social security number and loan number. 
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In this study, our intent was to replicate the behavior of a troubled borrower who is on the 
cusp of foreclosure, is seeking help, and is a viable candidate for assistance. In total, over 200 
"shops" of foreclosure prevention service providers were conducted. 

NCRC's Housing Counseling Network and National Neighbors professional staff used the 
internet, radio advertisements, complaint and intake logs and in-house database repositories to 
research and identify national and local foreclosure prevention providers. From this research, a 
list of 115 of service providers was generated. Seventeen of these were found to have invalid 
phone numbers, indicative of the "fly-by-night" nature of this emergent industry. 
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Companies Tested 

123 Fix My Loan 
877 You Keep 
Access Loss Mitigation 
Advantage Loan Modification 
All Options 

American Executive Mortgage Group 
American Foreclosure Prevention 
American Foreclosure Specialists 
American Loan Modification Agency 
American Mitigation Group 
Apply 2 Save 

Avoiding Mortgage Foreclosure 

Benjamin Law 

Chase Colby 

Clear Home Relief 

Debt Negotiation.com 

Debt Plan/Consumer Credit Counseling 

Diversified Real Estate Consultants 

Emitigation 

EnTrust Home Solutions 
Federal Loan Modification 


Federal Loan Modification Bureau 
Federal Loan Modification Service 
FHA Refinance Loans 
FHA.com 

Financial Restoration, Inc 
Fleischman Consumer Law Center 
Foreclosure Assistance of America 
Foreclosure End 
Foreclosure Shield 
Fransen & Molinaro 
Free Loan Modification 
Fresh Start Financial Solutions 
Fresh Start Mortgage Solutions 
Green Credit Solutions 
Griswold & Agdeppa 
Heartland Loss Mitigation 
Help for Homeowners 
HELP Me Stop Foreclosure 
Help U Modify 
Home Foreclosure Fighter 
Home Loan Modification Advisors 
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Home Payments Made Easy 
Home Rescue Center 
Home Solutions of North America 
Help 2009 

Hope for Homeowners and Hope Now 
Mortgage 

HopeNow Mortgages 
Intellichoice Mortgage Services 
loannou and loannou 
Jack 1. Hyatt, Attorney at Law 
Keep A Home 

Keep Your Payment Low, com 

Merrimac Mortgage Co, Inc 
Mitigation Online Consultants 
Modification Center 
Mortgage Assistance Now 
Mortgage-Reiief,info 
MortgageRelief 411 
My Loan Counts,com 
National Foreclosure Assistance 
Nationai Foreciosure Relief Services 
National Mortgage Help 


Home Relief Assistance 

Law Office of J, Scott Morse, LLC 

Legal Loan Bailout 

Lend Sure 

Liberty American 

Loan Mediate,com 

Loan Modification Hope 

Loan Savings Solutions 

Loan Shrink 

Loan Workout 

MD Loan Modifiers 

MDF Financial Services 

Nationwide Foreclosure Prevention Center 
LLC 

No Bull Financial, LLC 
Omni Mortgage Corp. 

One Stop Attorneys, PLLC 
Parsa Law Group 
Pro Loan Finders, LLC 
Rapid Law 

Raymond, Louis & Fitch 
Repair Your Loan 
Rodis Law Group 
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Save My Home Now 

Save My Home USA 

Save Your Dream 

Save Me From Foreclosure.com 

Saving the American Dream 

Sirody, Freiman & Feldman, PC 

Sky Business Solutions 

Slade Law Center/HomeShield 

Start A Loan Mod 

Stop Foreclosure 

Stop Foreclosure 2 Day 

Stop Foreclosure Center 

Stop Foreclosure Help Today 

Stop Home Foreclosure Help 

Stopping Foreclosures 


The Debt Advocacy Center, LLC 
The Home Loan Modification Center 
The Lilly Law Group 
The Mortgage Bailout Company 
Trinity Debt Management 
United Capital Mortgage Assistance 
United States Mortgage Repair 
US Home Help 
US HUD.com 

US Loan Assistance Center 
Walk Away Plan, LLC 
Web Loan Mods 
Weissman Law Firm, PLLC 
Wilshire Holding Group, Inc 
Wisdom Companies 
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Audit Findings & Analysis 

Fees for Services 

Fees were found to vary greatly across the project, from $199 for a do-it-yourself foreclosure 
prevention kit, to a modification fee of $5,600 over four months. 

Table I: Fees Quoted to Testers 



$2»900 

■:;i 

S2,600 


$3,000 


Source: NCRC Foreclosure Prevention Service Providers: What Consumers Should Know & Red Flags to Avoid 


Chart 1: Frequency of Fees 





SoKfce; NCRC Foreclosure Prevention Service Providers: What Consumers Should Know & Red Flags to Avoid 

offers of service at steep fees were often tempered by refund policies, or reassurances 
of help. When a refund policy was described, it was most frequently for 100% of the initial 
payment. One company even advised one of NCRC's testers that they would not only refund 
the entire fee if they could not help, but that an additional $200 would be provided as payment 
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for any inconvenience. However, it is notable that less than half of the testers were informed 
about fees, and only in a handful of cases did the company offer them in writing. Further testing 
is necessary to track this trend. 



Types of Services 

With few exceptions, service providers recommended testers pursue loan modifications. 
A small number of companies followed recent FTC guidance by advising consumers that there 
were other options at their disposal, such as nonprofit assistance, or governmental help. 
However, this occurred in only 20% of the calls. It is important to note that at the time of this 
testing, the Home Affordable & Refinance Mortgage programs had recently been announced 
and only the FHA & Hope Now Programs were in operation. Despite this, it is our counselors' 
experience that while for-profit corporations today are working with the HAMP and HARP 
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programs, they are not assessing the consumers' qualifications for the respective programs 
before charging them a fee. This is another area for foilow-up testing. 

Furthermore, companies frequently advertised assistance, but did not state their actual 
service area. When contacting these companies, testers were sometimes told that the company 
was not licensed locally. In ten instances they were referred to other resources, including 995- 
HOPE and their state attorney general's office. 

Other companies, such as a bankruptcy law firm that advertised assistance with loan 
modification, created confusion when they were contacted and offered only bankruptcy 
services. 

Few companies represented that an applicant was certain to receive a successful 
resolution. Instead, companies frequently advised consumers that they were able to help a 
significant portion, such as 98%, of their appiicants, or made vague statements about the vast 
majority of their clients having positive outcomes. Still others declined to guarantee successful 
resolutions, but said that all of the clients they accepted were helped, citing pre-screening 
policies. Many companies also claimed to have a positive Better Business Bureau rating. 


Documents Needed 

As a part of their profile, testers were instructed to ask what documentation would be 
necessary to complete a modification process. Some foreclosure prevention service providers 
said that it would be like documenting a mortgage refinance, or that a list of needed items 
would be provided at a later date. About a third of the time, testers were told specifically what 
items were needed. Most frequently, service providers requested information about the 
existing mortgage (e.g. a monthly statement) or about income (e.g. paystubs, W2s, or tax 
returns). Some service providers also asked for a monthly budget or a hardship letter. 
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As a model of what a responsible loss mitigation program should include, NCRC 
referenced a list of standard documents that are routinely requested by HDD-Certified 
Counseling Agencies, NeighborWorks affiliates, and the Hope Now Alliance, all of whom do not 
charge for their services. These documents include: 

• Proof of income (W2's, pay stubs, or bank statements); 

• Reason for default; 

• Monthly expenses (heating, phone, gas and electric utility bills, and food costs); 

• Unsecured debt (credit cards, personal loans, car payment, additional mortgages); 

• Medical expenses; and 

• Insurance 

Overall, when documentation was requested - which was less then 50% of the time - the 
items requested by modification companies did not deviate from what is required under HDD- 
Certified Counseling Agency, NeighborWorks, and the Hope Now Alliance programs. However, 
without full file review, the quality of the services offered is very much in question. 


Service Providers' Recommendations 

Several companies told testers that their rate adjustment would not be perceived as a 
hardship, because it was a risk they took by obtaining an adjustable rate loan. This is inaccurate 
advice. One representative instructed a tester to write a hardship letter that said her mother 
had been ill, because the loss of income would not be verified. This was inappropriate advice 
under this testing profile. 
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More problematic, however, was the fact that in over 50% of the tests service providers 
advised testers that they should not pay their mortgage. This raises a significant consumer 
protection problem. The examples below illustrate the kinds of misrepresentations that present 
a concern. 

Vignette I 

When testing a service provider in California, the tester was told that upon receipt of her 
application, her bank would be contacted and that she would not have to make her 
mortgage payment for 90 days. Instead, she was to pay the service provider. When the 
tester expressed concern about what would happen to her credit during that time 
period, she was told that here would be no reporting while the company was working on 
her application. 


Vignette II 


In a test of a company in Ohio, an agent emphasized that the control tester should not 
speak to her bank, and that if she gave them financial information, it would hurt her 
chances of receiving assistance. The agent said that he would give the bank what 
information they needed to know, and that the tester should not make her payment 
while he negotiated. 


Vignette III 

A company in Florida told a protected tester that she would not have to make her 
mortgage payment for the two or three months it would take for them to arrange a 
modification for her. The agent told the tester that it would not hurt her credit while they 
would be representing her. 
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other Issues 

A significant number of tests showed that companies were unreachable or unwilling to 
assist consumers who did not provide their last names, home addresses, or other personal 
information. This leaves consumers at a disadvantage when they are attempting to contact 
multiple companies to find the best deal. 

Vignette IV 

One prominent entity maintains several differently-branded websites offering 
modification assistance, all with the same phone number. When tested, this company 
was revealed to be a source of leads for purchase for other service providers. Testers 
could not move ahead without revealing personal details, but were told that they would 
be matched to the "best" service provider in their local area. 
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Recent Legislative Initiatives 

Recently, Representative Gwen Moore (D-WI-4) introduced the Foreclosure Rescue 
Fraud Act of 2009, H.R. 1231. This bill places restrictions on "foreclosure consultants" in an 
attempt to ensure that consumers are treated fairly in foreclosure rescue transactions, and 
gives servicers the responsibility of warning delinquent consumers about rescue scams and 
companies that might prey on them. 

A strong federal standard is needed to protect consumers in foreclosure. In a number of 
states, legislators have already responded to the foreclosure rescue scam crisis by passing new 
legislation that addresses licensing or similar issues. For example, Nevada recently passed a bill 
that requires foreclosure rescue companies to be licensed in the manner of mortgage brokers.' 
While the Moore bill does not preempt stronger state and local laws, it may give consumers a 
false sense of security and exacerbate the problem if passed as written. 

The bill contains a significant loophole by exempting attorneys and licensed real estate 
brokers from the obligations and responsibilities placed on foreclosure consultants. NCRC's 
investigation has confirmed that many law firms, former subprime lenders and other real estate 
professionals have diverted their talents to foreclosure assistance services. These players, with 
their extensive knowledge of mortgages and the financial system, also have a greater ability to 
abuse the trust of consumers. The Moore bill provides a weaker standard than some states in 
terms of protecting consumers from industry experts. 

The bill also fails to address a number of issues that NCRC finds to be of the highest 
concern. Unfortunately, foreclosure rescue companies frequently mislead consumers through 
advertising that suggests that they are not-for-profit, or governmentally affiliated. Names 
including "Federal," "National," or "Bureau" confuse consumers, especially in conjunction with 
marketing pieces that include eagles or shields traditionally associated with accountable federal 

' See AB 152 at http://www.leg.state.nv.xis/75th2009/Bills/AB/ABl 52_EN.pdf 
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institutions. With a confusing flurry of official bailout plans in the news, consumers are 
vulnerable to companies mimicking governmental rescue resources. 

However, the Foreclosure Rescue Fraud Act of 2009 does offer a number of provisions 
that should serve as a model for foreclosure rescue best practices. The bill prohibits foreclosure 
consultants from receiving compensation before contractual services are performed, and would 
prevent them from acquiring any interest in their clients' properties. Consultants would be 
required to provide their clients with written contracts that detail their obligations, 
compensation and contact information. Most significantly, all contracts would be required to 
have a three-day rescission period, a protection similar to the one that consumers enjoy with 
refinance transactions on their primary residences, and must be written in the same language 
used to solicit the consumer. This is particularly important in that it provides additional 
protections to consumers with limited English proficiency. 

Furthermore, the Foreclosure Rescue Fraud Act of 2009 places an important obligation 
on mortgage servicers. In cases where consumers are two payments behind on their home 
loan, servicers would be required to notify them of potentially fraudulent solicitations. In a 
statement provided in both English and Spanish, consumers would be encouraged to contact 
the servicer, or a legitimate, HUD-certified counseling agency, and warned of suspicious 
promises to save homes. As delinquent consumers are often faced with a barrage of marketing 
materials when their financial troubles become public, this provision will encourage consumers 
to seek help that is in their best interest. Mortgage servicers would be well-advised to go 
beyond the provisions of the Moore bill, and include this statement in all correspondence about 
a delinquent account. 
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Regulatory Developments & Best Practices 

The Federal Trade Commission has been extremely proactive to address the mortgage scam 
issue. 

• The FTC reports that "mortgage modification and foreclosure relief" complaints 
skyrocketed from only 1 complaint filed in 2008 to 7,927 last year.^ 

• The FTC created "Operation Stolen Hope" as part of a continuing federal-state 
crackdown on mortgage foreclosure rescue and loan modification scams. The 
operation involves 118 actions by 26 federal and state agencies.^ A total of 28 cases 
have been brought by the FTC under "Operation Stolen Hope."'* 

• These cases include the First Universal Lending matter where the FTC complaint 
alleged that the defendant charged consumers huge up-front fees, sometimes as 
much as $7,000, and told consumers that if they stopped paying their mortgages it 
would help them in negotiations with lenders. 

• The FTC also recently announced five law enforcement actions targeting 
perpetrators of mortgage-related scams. According to the FTC, these schemes 
typically operate in the following way. First, they use terms like "guarantee" and 
"97% success rate" to mislead consumers about the mortgage modification or 
foreclosure relief services they can provide. They then charge up-front fees for these 
"services" - fees legitimate nonprofit organizations do not charge. They use copycat 
names or look-alike Web sites to appear to be a nonprofit or government entity. 
Often, after collecting the fee, these companies do little or nothing to help 
consumers. 


^ http://ecreditdailv.eom/2010/02/foreclosure-crisis-spurs-soaring-mortgage-relief-scams/ 
^ http://www.ftc.gOv/opa/2009/ll/stolenhope.shtm 
** http://wvvw.ftc.gOv/opa/2009/l 1/stolenhope.shtm 
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FTC "Casenotes:" 

Federal Loan Modification Law Center (FedMod). FedMod marketed mortgage loan 
modification and foreclosure relief services to homeowners who were in financial distress, 
delinquent on their mortgages, or in danger of losing their homes to foreclosure. According 
to the FTC's complaint, FedMod charged consumers from $1,000 to $3,000 in fees for these 
services, much of which must be paid up-front, but failed in numerous instances to obtain 
the promised loan modifications. In radio advertisements, the FTC alleges, FedMod induced 
homeowners to call its toll-free number by misrepresenting that it is part of or affiliated 
with the federal government. According to the complaint, FedMod often failed to answer or 
return consumers' calls or provide updates about the status of their loan modifications, and 
assured consumers that negotiations with their lenders were proceeding when in fact, little 
or no effort had been made to contact the lender. 

Bailout.hud-gov.us. According to the FTC's complaint, defendant Thomas Ryan used a 
foreign Internet registrar to falsely register two sites - bailout.hud-gov.us and 
bailout.dohgov.us. The sites were used to entice financially strapped consumers to seek 
mortgage loan modification services under the guise that the services were associated with, 
or were actually, the U.S. government, including HUD and the Treasury Department. The 
FTC alleges that the defendant misled consumers nationwide. A federal district court 
granted the FTC's motion for a temporary restraining order which required the Internet 
Service Provider ("ISP") hosting the sites to immediately remove them from the Internet. 
The FTC and the defendant stipulated to a preliminary injunction prohibiting him from 
holding himself out as an agency of any U.S., state, or local government, or as being 
affiliated with any such agency. 

Home Assure d/b/a Expert Foreclosure. In this case, the FTC alleged that the defendants 
promised consumers facing imminent home foreclosure that they could stop foreclosure, 
regardless of the amount the consumer owed his or her lender. The defendants are charged 
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with falsely claiming that they have special relationships with lenders, have helped 
thousands of consumers avoid foreclosure, and will provide a 100 percent satisfaction 
money-back guarantee. They typically charged consumers an up-front fee of $1,500 to 
$2,500 but, the FTC alleges, did little or nothing to help them avoid foreclosure and failed to 
give refunds when foreclosures are not stopped. 

Hope Now Modifications LLC and New Hope Property LLC d/b/a New Hope Modifications 
LLC. On March 24, the FTC announced two related cases alleging that the defendants misled 
consumers about their ability to provide mortgage loan modification and foreclosure relief, 
and misrepresented that they were affiliated with or part of the HOPE NOW Alliance, the 
non-profit, HUD-endorsed organization that is a broad-based coalition of credit and home 
ownership counselors, lenders, and other mortgage market participants. In each case, the 
court issued a temporary restraining order with an asset freeze and set dates for a 
preliminary injunction hearing. The New Jersey Attorney General also filed state court 
actions against both sets of defendants. These cases are in litigation. The FTC's press 
release Is available at: http://www.ftc. gov/opa/2009/03/newhope.shtm.\ 

FTC Warning Letters for Potentially Deceptive Mortgage Relief Ads. The Commission 
announced that it has sent warning letters to 71 companies that are marketing potentially 
deceptive mortgage modification and foreclosure assistance programs. The letters inform 
these companies that their ads may violate federal law. The ads were identified during a 
nationwide review of Internet, direct mail, and spam advertisements that focused on 
mortgage relief targeting financially distressed homeowners. These advertisements contain 
potentially deceptive claims, touting guaranteed results, success rates of over 90 percent, 
and claiming affiliation with homeowners' lenders, with the HOPE NOW Alliance, or with 
federal government programs. 

FTC & HUD Consumer Outreach Efforts. The FTC & HUD recently announced a new 
education initiative to reach borrowers directly with the help of a broad array of 
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government, non-profit organizations, and mortgage industry members. Through this 
initiative, borrowers will receive materials about how to spot and avoid mortgage rescue 
scams at housing counseling outreach centers, directly from their mortgage companies, and 
online. Joining the FTC and HUD the effort are the HOPE NOW Alliance, the Homeowners 
Preservation Foundation, and NeighborWorks America, all of which are non-profit 
organizations working to help distressed homeowners get free assistance and counseling 
through HUD-certified housing counselors or by directly working with borrowers to help 
consumers stay in their homes. 

Several national mortgage companies, including Chase Home Lending, Suntrust Mortgage, 
and GMAC Mortgage, will be voluntarily sending consumer education information directly 
to consumers through a variety of methods, including during loan counseling sessions, in 
monthly statements, in correspondence to delinquent borrowers, and on their websites. 
Freddie Mac also is distributing consumer education materials to its servicing partners. 

The United States Department of Housing & Urban Development. HUD has created a new 
website www.preventloanscams.org with the Loan Modification Scam Prevention Network 
(including NCRC) to protect consumers. Members of the network include federal, state and 
local law enforcement, as well as national, state and local housing, legal aid, consumer 
protection and civil rights non-profit organizations. 
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state Action 

To find more information about state action under "Operation Stolen Hope," go to the 
FTC's website. ^ Some state action includes the following: 

California 

• In Los Angeles, five people who conned homeowners facing foreclosure out of millions 
of dollars have been sentenced to prison in Los Angeles. Victims lost the titles to their 
homes and were cheated out of more than $12 million in equity. ^ 

• A Downey, California woman who orchestrated a real estate fraud scheme that caused 
nearly $13 million in losses after falsely promising to help homeowners in default on 
their mortgages has been sentenced to 10 years in federal prison.^ 

Idaho 

■ Idaho foreclosures soared 89 percent from 2008 to 2009, and as a result, Idaho 

consumers filed 353 complaints related to mortgage modification businesses. The state 
has entered into settlement agreements with three mortgage modification and 
foreclosure rescue consultants, and recovered $60,935 in restitution for consumers 
related to mortgage modification and foreclosure rescue and other housing complaints.® 


Illinois 


^ http://www.ftc.eov/os/2009/ll/091124stolenhopecase.pdf 
‘ http://www.mercurvnews.com/breaking-news/ci 14424039 

^ http://nationalmortgageprofe5sional.com/newsl5996/califonmians-scntenced-role-foreclosiire- 
rescue-scam 


® http://ww\v.dsnews.com/articles/idaho-and-illinois-attomev-generals-p!agued-witli-mortgaBe- 
complaints-20 1 0-03-0 1 
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• In 2009, the A6 has filed 31 lawsuits targeting mortgage rescue scams.® 


Florida 

• Within the last year, the state Attorney General's Office has filed 20 lawsuits and is 
actively investigating nearly 90 companies for potential violations of Florida Statute 
501.1377.“ 


Kansas 

• Kansas Attorney General reports a jump in complaint about foreclosure scams from 71 
complaints in 2007-2008 to 171 last year.^^ 

Missouri 

• Missouri Attorney General reports a jump in complaint about foreclosure scams from 25 
complaints in 2007-2008 to 256 last year,“ 

Nevada 

• Jeffery Brown of DB Financial was indicted on four counts of theft and one felony count 
of forgery in a mortgage fraud case. 


Pennsylvania 

• Shirley Matthews, 54, of Willingboro, N.J., was ordered to serve six months to two years 
in prison on the theft by deception conviction for biiking a Tunkhannock man out of 
$8,000. Ms. Matthews will serve that sentence after she finishes a 2- to 5-year prison 


® httD://wvvvv.dsnevvs.com/articles/idaho-and-illinois-attornev-generals-plagiied-with-mortgage- 
complaints-201 0-03-01 

“http://wvm.mvfloridalegal.eom/nevvsrel.nsf/nevvsreleases/FFBBA28CF1480B42852576E0006 

48BC4 

* ‘ http://vwvw.kctv5.eom/nevvs/22780304/detail.html 
“ http://wvwv.kctv5.eom/nevvs/22780304/dctail.html 


33 



560 


term on similar charges from Monroe County. In all of the cases, Ms. Matthews was 
accused of taking payments from homeowners in exchange for helping solve mortgage 
foreclosure problems, then failing to follow through.'* 


Research 


htlp://thctimes-tribune.cotn/ncws'n-i-woman-gcts-2-to-S-vears-in-prison-for-taking-from- 
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The Financial Crimes Enforcement Network (FinCEN), an overseer of financial activities for the 
US Treasury, created a study” of scammers and reports the following: 

• In the third quarter of 2009, depository institution filers submitted 15,697 mortgage 
loan fraud Suspicious Activity Reports, a 7.5% increase over the same period in 2008; 

• The two most common forms of borrower scams involve conning homeowners into 
signing quit-claim deeds to their properties. Scammers would then sell homes from 
under the former owners to straw borrowers and the homeowners subsequently 
received eviction notices. In other instances, scammers falsely claim affiliations with 
lenders to convince distressed home-owners to pay large advance fees for modification 
services, but then do nothing to keep the borrowers in their homes; and 

• California and Florida originated the most overall mortgage loan SARs, at 6,444 and 
5,077 respectively. New York is a distant third at 1,614;” 


people-facine-foreclosure- 1 .673506 
http://vvw\v.fincen.gov/news room/nr/pdf/2Ql 002 1 8.pdf 

” http://www.housinfiwire.eom/2010/02/18/fincen-sees-SDike-in-PQSsible-foreclosure-scams/ 
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state Laws Regarding Foreclosure Rescue & Loan Modification 

A number of states have special laws aimed specifically at foreclosure rescue scams. They include: 

• California: Cal. Civ. Code §§ 1695.1 to 1695.17, 2945.1 to 2945.11; 

• Colorado: Colo. Rev. Stat. §§ 6-1-1101 to 6-1-1120; 

• Connecticut: Public Act 9-208 §§ 23 to 33; (Passed by the legislature but not yet signed by 
the Governor, as of July 7, 2009.) 

• District of Columbia: D.C. Code §| 42-2431 to 42-2435; 

• Georgia: Ga. Code Ann. § 10-2-393(b)(20); 

• Hawaii: Haw, Rev. Stat. §§ 480E-1 to 480E-S; 

• Idaho: Idaho Code §§ 45-1505, 45-1602; 

• Iowa; Iowa Code §§ 714E.1 to 714E.4, 714F.1 to 714F.9; 

• Illinois; 765 III. Comp. Stat. §§ 940/1 to 940/65; 

• Indiana: Ind. Stat. 24-5,5-1-1 to 24-5,5-6-6; 

• Maryland: Md, Real Prop, Code Ann, §§ 7-105(A-l), 7-301 to 7-321; 

• Minnesota: Minn. Stat. Ann. §§ 32SN,01 to 325N,18; 

• Missouri: Mo. Stat. Ann. §§ 407.935 to 407.943; 

• Nebraska: Neb. Rev. Stat. §§ 76-2701 to 76-2728; 

• Nevada: Nev. Rev. Stat. §§ 645F,300 to 645F.450; 
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• New Hampshire: N.H, Rev. Stat. §§ 479-8:1 to 479-8:11; 

• New York: New York Real Prop. Law § 265-a; 

• North Carolina; N.C. Gen. Stat. § 14-423 (adding foreclosure assistance to activities 
covered by state debt adjustment law); 

• Oregon: 2008 Oregon Laws 1st Sp. Sess. Ch. 19 (H.B, 3630); 

• Rhode Island: R.l. Gen. Laws §§ 5-78-1 to 5-79-9; 

• Tennessee: Tenn. Code Ann. §§ 47-18-5401 to 47-19-5402; 

• Virginia; Va. Code §59.1-200.1; 

• Washington: Wash. Rev. Code §§ 61.34.010 to 61.34.900; 

• Wisconsin; Wis Stat. §§ 846.40 to 846.45. 

In addition, the Massachusetts Attorney General has issued a regulation under the state's 
UDAP authority targeting the scams: 940 Code Mass. Reg. § 25.00. Michigan has a credit repair 
statute that is broad enough to encompass foreclosure rescue scams; Mich. Comp. Laws §§ 
445.1822 to 445.1825. Fiorida has a statute that regulates only those who offer to purchase the 
surplus at a foreclosure sale: Fla. Stat, §§ 45.031 to 45.035. 
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Proposed Legislation 

Maryland State Law - H.B. 392'® aims to prohibit a person from offering, providing, or 
attempting to provide debt services in the State except as allowed under the Act. It would prohibit 
a debt settlement services provider from receiving payments, except for specified fees for 
specified services, until a debt settlement services agreement is executed and the debt settlement 
services are completed. 

California recently passed a law prohibiting debt settlement service providers from 
charging up-front fees.'^ 

A New Jersey measure (A-359), entitled the "Foreclosure Rescue Fraud Prevention Act," 
would establish specific practices that foreclosure consultants and other purchasers of distressed 
property would have to adhere to when contracting with New Jersey homeowners on the brink of 
foreclosure.'® 


http://mlis.state.md.iis/2010rs/billfilc/hb0392.fatm 

http://'ft'ww.nbcactionnews.com/content/cfa/storv/Foreclosure-Scams- 

Changing/UWCKH3H6iEe-925in043Zg.cspx 

http://www.politickemi.com/isverapa/37444/foreclosure-rescue-fraud-prevention-act-released- 

assembly-committee . 
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Where to Find Legitimate Help 

If you're having trouble paying your mortgage or you have gotten a foreclosure notice, 
contact your lender immediately. You may be able to negotiate a new repayment schedule. 
Remember that lenders generally don't want to foreclose; it costs them money. 

Other foreclosure prevention options, including a reinstatement and forbearance, are 
explained in Mortgage Payments Sendirtg You Reeling? Here's What to Do, a publication from 
the FTC. Find it at www.ftc.gov . 

A coalition of federal agencies, national nonprofits, servicers and GSEs, recently 
announced the Loan Modification Scam Network. The Network's objective is to prevent loan 
modification fraud through a coordinated national outreach and enforcement campaign led by 
Fannie Mae, Freddie Mac, NeighborWorks" America and the Lawyers' Committee for Civil 
Rights Under Law. The National Community Reinvestment Coalition is a participant in this 
initiative. More information can be found at www.preventloanscams.ore . 

The NCRC Housing Counseling Network has also launched, with support from the United 
States Department of Housing & Urban Development, a nationwide training program for HUD 
Counselors to equip with them with the knowledge and tools to identify mortgage fraud, scams 
and fair lending Issues. More information can be found at www.NCRC.org . 

You also may contact a HUD Certified Housing Counseling Agency (see www.HUD.eov ) , 
a private not for profit fair housing agency, the Homeownership Preservation Foundation (HPF), 
a nonprofit organization that operates the national 24/7 toll-free hotline (1.888.995. HOPE) with 
free, bilingual, personalized assistance to help at-risk homeowners avoid foreclosure. HPF is a 
member of the HOPE NOW Alliance of mortgage servicers, mortgage market participants and 
counselors. More information about HOPE NOW is at www.hopenow.com. 

National Resources for Reporting Mortgage Fraud and Scams 
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The Federal Trade Commission (FTC) 
600 Pennsylvania Avenue, NW 
Washington, D.C. 20580 
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Identity Theft Clearinghouse: (877)-438-4338. 

Consumer Response Center: (877)382-4357 
http://www.ftc.gov/ and FTC Identity Theft site 

Filing a Complaint with the FTC 

While the FTC does not actually resolve an individual consumer's problem, it does investigate 
mortgage fraud with the aim of leading to taw enforcement action. The FTC is especially active 
regarding homeowner and mortgage 'identity theft'. 


Federal Bureau of Investigation (FBI) 

935 Pennsylvania Avenue, NW 
Washington, D.C. 20535 
Phone: 202-324-3000 
http://www.fbi.gov/whitecollarcrime.htm 

In conjunction with the 'White Collar Crime' department, the FBI investigates mortgage fraud, 
which often involves many professionals working in collusion: bank loan officers, real estate 
agents, appraisers, accountants, and mortgage brokers. 
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NCRC Home Affordable Modification Program Survey 2010 

The NCRC HAMP Mortgage Modification 
Survey is one of the first concerted efforts to 
both understand the effectiveness of the 
Home Affordable Modification Program and 
to document the experiences of homeowner 
throughout the modification process. 

Overview 

Within two weeks of taking office, the Obama administration 
announced the Making Home Affordable Program as part of a 
comprehensive strategy to stabilize the U.S. housing market. This 
pubtic-private partnership combines the Home Affordable Refinance 
Program ("HARP") and the Home Affordable Modification Program 
("HAMP") an effort to ir»crease the number of sustainable 
mortgage modifications. 

The HARP program aims to assist an estimated 4 to 5 million 
homeowners by expanding refinancing opportunities to borrowers 
who currently have loans held by Fannie Mae and Freddie Mac. The 
HAMP program Is designed to assist another 3 to 4 million distressed 
homeowners by providing public and private sector subsidies to 
homeowners and lenders in exchange for a reduction In monthly 
mortgage payments. 

To reach Its goal of assisting 3 to 4 million borrowers by 2012, the 
HAMP program must successfully complete 270,000 modifications 
each quarter or about 1.09 million each year. Today, after almost a 
year of its launching, the HAMP program has fallen short of this goaf. 
While it has offered homeowners almost 1.3S million trial 
modifications, only 170,207 or 12.5 percent, have been converted 
into permanent modifications.^ The HARP program has also fallen 
short of its goals. Currently, the KARP program has assisted 200,000 
borrowers refinance into lower cost loans.^ While a considerable 
improvement over the industry>led Hope Now Alliance program 
created under President Bush, the Obama Administration's HAMP 
and KARP programs are not keeping pace with foreclosures. This Is 
due to several institutional and structural challenges detailed In NCRC 
testimony submitted to Congress for a March 25th hearing of House 
Committee on Oversight and Government Reform. 

The National Community Reinvestment Coalition (NCRC) conducted a 
survey of distressed homeowrters seeking assistance from NCRC's 
Housing Counseling Network (HCN). The Housing Counseling Network 
is a national network of housing counseling and fair housing agencies 
across the nation. The survey included both HAMP eligible and non- 
ellgible borrowers. Surveys were distributed to 76 organizations in 45 
cities. At the time of publication, 29 organizations responded (see 
Appendix Table 1). Over a period of two months, 179 homeowners 
responded to the survey. 
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Objectives of the Survey 

The NCRC HAMP Mortgage Modification Survey provides cilticai 

insight irvto the Obama Administration's Home Affordable 

Modification Program. Specifically, this survey addresses: 

■ Performance and programmatic issues; 

■ Issues of fairness and equity; 

■ The importance and effectiveness of U.S. Department of 
Housingand Urban Development certified counselors in tiie 
implementation of the program; 

• Consumer opinions of and experiences with the mortgage 
modification program; and 

■ Pragmatic recommendations to further improve upon the 
program. 


eli^ble for a HAMP modification. Although the Obama 
administration has held that the HAMP program was not 
designed to assist all distressed homeowners, a significant 
proportion of homeowners surveyed (almost 20 percent) 
did not qualify. * The Administration should review the 
eligibility criteria to determine whether a change is needed 
to assist genuinely distressed homeowners. 

(6) Less than half of HAMP-eligible applicants in the survey 
received a modification. Program history also shows thata 
vast majority of these modifications were temporary and 
only 12.6 percent of these were converted into permanent 
modifications.^ More needs to be done to determine why 
denial rates are high and trial modifications are not being 
converted into permanent modifications on a meaningful 
level. 


Main Findings 

The main findings of the NCRC HAMP Mortgage Modification 
Survey include: 

(11 Loan servicers foreclose upon delinquent Black or 
African-American borrowers more quickly than 
delinquent White or Hispanic borrowers. This indicates a 
need for fair lending investigations of HAMP program 
and participating servicers. 

(2) White HAMP-eligible borrowers are almost S09i more 
likely to receive s modification than African-American 
HAMP-ellgIbie borrowers. Only 24.3 percent of African- 
American respondents and 32,3 percent of Hispanic or 
Latino respondents received some kind of modification. 
In contrast, 36.4 percent of HAMP-eligible whites 
received a modification. These findings suggest the need 
to address barriers Impeding ellgiblliCy and equitable 
access. 

(3) Almost half of the respondents were over 50. This 
population was most likely counting on home equity as a 
source of Income for their retirement. Congress needs to 
ensure that the foreclosure crisis does not imperil the 
retirement security of a particularly vulnerable section of 
Americans. 

|4) There are more employment-related foreclosures and 
delinquencies than foreclosures and delinquencies 
resulting from problematic loans. While 76.5 percent of 
respondents identified job loss or reduction of work 
hours as why they were unable to keep up with 
mortgage payments, 33.5 percent reported problematic 
loans as the reason for their distressed status.^ 

(5) Only 6S.2 percent of the distressed homeowners were 


(7) Homeowners with foreclosures pending were less likely to 
receive a modification than those still currenton their 
mortgage payments. Half of the survey respondents with 
foreclosures pending did not receive a modification 
compared to 25 percent of borrowers that were current on 
their mortgage. About 44 percent of borrowers that were 
delinquent but not yet in the foreclosure process did not 
receive a modification. In order to maximlte chances that 
the modification Is approved, HAMP and other programs 
must intervene before a distressed borrower becomes 
delinquent and before the foreclosure process begins. 

(8) Survey respondents that were not eligible for HAMP were., 
slightly more likely to receive modifications than 
respondents that were HAMP-eligible. About 36 percent of 
respondents not eligible for HAMP received mbdifiCBtionS ' 
compared to 31 percent of HAMP-eligible respondents. This 
does not mean that non-HAMP borrowers received superior 
modifications; In fact, the survey suggests that payment 
reductions were roughly equal for HAMP and non-HAMP 
borrowers. Yet, this finding does suggest the need for the 
Treasury Department to take steps to improve HAMP 
modification acceptance rates and deepen payment 
reductions. 

(9) The majority of the modifications Involved an interest rate 
reduction. Principal reductions were scarce. HAMP needs 
to significantty Increase principal modifications, particularly 
In parts of the country where large numbers of 
homeowners ewe more than their homes are worth. 

(10) Thirty five percent of respondents with one mortgage were 
approved for a modification compared to only 16 percent of 
those with two or more mortgages. The HAMP program 
must significantly increase Its capacity to serve borrowers 
with second liens. 
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Survey 2010 
Findings 


Today, after almost a year of its launching, tiie 
HAMP program has fallen short of this goal. 
While it has offered homeowners almost 1,35 
million trial modifications, only 170,207 or 
12.5 percent, have been converted into 
permanent modifications. 


I 


Table 1. Survey Population Breakdown 
by Race and Ethnicity 
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Organization of the Survey 

The NCRC HAMP Mortgage Modification Survey included questions about background 
characteristics of the respondent, property purchase price and time of purchase, 
characteristics of the mortgage, eligibility to HAMP program, and type of modification 
received. The survey also gathers information about the current status of the mortgage 
and reasons for delinquency. The last section examines the homeowners experience 
completing the modificatiorl process. 

In the survey, respondents were asked to Indicate if thetr loan was problematic and if 
one or more of these terms and situations occurred with their loan; borrower income 
was not documented and verified; loan terms and conditions were not adequately 
explained; interest rates rapidly increased; or the loan had a higher Interest rate when 
the borrower could have qualified for a lower rate. 

The survey was administered to homeowners seeking assistance from the Housing 
Counseling Network (HCN), NCRC's consumer counseling division. HCN provides 
comprehensive counseling services, including foreclosure prevention and Intervehtion, 
loss mitigation, full file review, homebuyer education, and financial literacy; As such; 
HCN has a large geographical footprint providing counseling to over T0,00l> household 
a year. 



Figure 1: Percent Distribution of Age of Respondent 



31-40 41-50 51-60 61-70 71-80 81-90 

Age of respondent 


Source: NCRC HAMP Survey 2010 


Population Characteristics 

In NCRC's survey almost half of the survey 
respondents were middle-aged or elderly, 
most were minorities, more than half were 
female, and the majority of respondents fell 
into the $21,000 to $50,000 income range. 

A majority of the survey respondents are 
between 30 to 60 years of age (see figure 1). 
Respondents between the ages of 51 and 60 
years old form the largest age group, 
representing almost one-third of survey 
respondents. Another 12.8 percent of 
respondents are between 61 to 80 years of 
age. Thus, nearly 45 percent of respondents 
are either in or approaching retirement or are 
elderly. This is especially troubling as these 
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Foi' al! survey respondents, the mean purchase price was 
$154,838. The majority of homes surveyed were 
purciidsed between 2003 and 2008, 


borrowers are less likely to have an assured income source over 
the life of the mortgage. Later, we further explore the reasons why 
this age group struggles to stay current on their mortgage 
payments. Female respondents outnumber male respondents by 
54.8 percent to 41.9 percent respectively. A few {3.35 percent) did 
not reveal their gender. 

The geographic representation of the survey sample is fairly 
widespread. States with the largest representation in this survey 
include Michigan, Arizona, New Hampshire, Washington, 

Maryland, New Mexico, Massachusetts, and California. Because 
the survey was distributed throughout NCRC's Housing Counseling 
Network, the geographical distribution of participants largely 
follows the geographical distribution cf these Housing Counseling 
Agencies (see Appendix Table 1). 

Minorities are v/ell represented within the survey population. 
African Americans represented 29 9 percent of survey 
respondents, while 26.6 percent of the survey population was 
Hispanic or Latino and 37.3 percent of respondent was white (see 
Table 1 top left). 

The majority of respondents (51.4 percent) fall within the $20,000* 
$50,000 income bracket. In addition, 1S.8 percent of the survey 
respondents have an income between $10,000 and $20,000, 12.3 
percent of the respondents have an income between $50,000 and 
$75,000, and 9 percent had Incomes 
between $75,000 and $150,000 (see below 
for the additional categories Including very 
low-income and missing income data). 

A more detailed examination of income by 
race and ethnicity shows the average 
Income for while respondents is $37,423, 

$44,509 for African Americans, $37,151 for 
Hispanics, and $65,416 for Asian 
respondents. Because whites in the US 
population generally earn mere than 
African Americans,'’ the fact that African- 
American respondents in our survey had on 
average higher income than white 
respondents might suggest that African- 
American borrowers have received more 
problematic loans in spite of their income. 


About half (or 53 percent) of the respondents were employed at 
the time the survey was taken, while 23.S percent v;ere 
unemployed and another 23.5 percent did not reveal their 
employment status. As discussed In subsequent sections, the lack 
of employment, or the reduction of hours worked, appear to be 
major factors contributing to struggling homeowners' inability to 
keep their home. 

The majority of respondents (over 75 percent) had only one 
mortgage and just under a quarter (24,6 percent) held two or 
more mortgages. More than half (or 55.5 percent) of the 
respondents did not refinance their home mortgage, while 26 
percent refinanced once, 10.4 percent refinanced twice, and 8.1 
percent refinanced their mortgage three times. 

Nearly 66 percent of the respondents reported being first-time 
homebuyers compared to over 18 percent of the survey 
population for whom this was not their first home. The mean price 
of a home was $144,646 for first-time homebuyers and $195,161 
for respondents who were purchasing their second or third home, 
For all survey respondents, the mean purchase price was 
$154,838- The majority of homes surveyed were purchased 
between 2003 and 2CX38.^ 


Figure 3: Distribution of Respondents by Income 



Soffj r^'. fjCKCHomo Affni rlal)leMoi:iifktiti''n r rcvti am 2010 


572 


NCRC Home Affordable Modification Program Survey 2010 


6 


Currently, there have been no -major studies that provide insight 
into how quickly lenders and servicers move their delinquent 
borrowers through the foreclosure process and whether the speed 


of this process differs by race. 


Among the lenders most frequently represented in the survey 
were: Bank of America, which held 14 percent of the respondents' 
mortgages; DtiGroup and Wells Fargo, each holding 8.5 percent of 
the respondents' mortgages; JP Morgan Chase with 7 percent of 
the surveyed mortgages; and Countrywide, representing 5.7 of the 
surveyed mortgages. (A full list of providers is provided in the 
Appendix Table 2). 

Fifty-plus Aged Homeowners 

All 50-pius year old borrowers were seeking assistance on their 
primarv(i>wner'Occupled) residence. Almost 44 percent of this 
group of respondents was White non-Hispanic homeowners. The 
two major minority groups, African-Americans and Htspanics or 
Latinos, each represented 26 percent The remaining 3.7 percent 
was from other races. More than half (or 57.5 percent) of these 
respondents were first-time homebuyers. The median year of 
purchase of the home was in 2000, with purchase years ranging 
from 1970 to 2008. In addition, more than 75 percent of this group 
of respondents purchased their home prior to 2005. Further, only 
54 percent of the SO-plus year olds reported having refinanced 
their mortgage at least once. With non-respondents at 5 percent, 
more than 41 percent of borrowers reported that they still held 
the original mortgage. 

NCRC was interested In seeing if most of the 50 year old and older 
homeowners had been long time homeowners with considerable 
equity on their mortgages. Our survey surprisingly shows that 
most of these respondents were first-time homebuyers with less 
than lOyearsorless in the home, Vet, a significant amount of 
distressed homeowners in the survey were 50 years and older, 
suggesting that a primary source of wealth for their retirements 
(ie. home equity) is imperiled. 

Status of the Mortgage 

The homeowners who were seeking assistance ranged from being 
current on their mortgage to already having had a foreclosure or 
bar^kruptey judgment The majority of respondents (78.65 
percent) were delinquent or facing foreclosure filings, while 22.35 
percent of the respondents were still current on their mortgages 
(see Table 2), Delinquency Is not a requirement for eligibility for 


Table 2: Breakdown of Status of Mortgage 
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the HAMP program. Instead, the program encourages participation of 
homeowners who are at the risk of imminent default. This may have 
encouraged the 22 percent of surveyed homeowners to seek 
modifications prior to failing behind. 

Any respondent who was not current on his or her mortgage was asked 
to further report if they had a foreclosure or bankruptcy filing, About 
27 percent of a!! respondents (or 34.5 percent of the 139 who were not 
current) had a foreclosure filing or a judgment on their mortgage. Only 
four respondents (2.24 percent) had a bankruptcy filing or judgment, 

Respondents who were not current on their mortgages ranged from 
being 1 to 26 months delinquent on payments, with 50 peitent of them 
being4 or fewer months behind. More than 50 percent of the 
homeowners with foreclosure proceedings underway were only 2 or 3 
months behind on their mortgage. Furthermore, almost three-quarters 
of homeowners w)di foreclosure proceedings have been delinquent for 
only 6 months or fewer. 

Possible Racial Disparities 

Currently, there have been no major studies that provide insight into 
how quickly lenders and servicers move their delinquent borrowers 
through the foreclosure process and whether the speed of this process 
differs by race. Though not nationally representative, NCRC's survey 
pro\4des a first glimpse of possible racial disparities in the speed of the 
foreclosure process. 

The data, as shown In Table 3, suggests worrisome differences by race, 
A total of 28 homeowners with a foreclosure filing or judgment also 
reported the rtumber of months their mortgage was past-due; 10 were 
white non-Hispanic, 10 were Black or African-American, and 6 were 
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The current market is experiencing a second wa\‘e of 
employment-related foreclosures as unemployment 
rates have risen to levels not seen in decades. 


Hispanic or Latino. Three quarters {or 75 percent) of African 
Americans found themselves in a foreclosure process after being 
delinquent on their mortgages for only 4 months or fewer. In 
comparison, 75 percent of white borrowers found themselves irt a 
foreclosure after being delinquent for 7 months or fewer. And 
more than 75 percent of Hispanic or Latino borrowers found 
themselves in a foreclosure after being delinquent on their 
mortgage for 10 months or fewer. 

Assuming that there are no differences in the timing of seeking 
assistance, this suggests that lenders and servicers push delinquent 
Black Of African-American borrowers Into the foreclosure process 
much sooner than borrowers from other racial and ethnic groups. 
Our initial tests find this difference is statistically significant.® This 
question certainly requires further exploration in order to provide 
conclusive evidence as to if and why African-American borrowers 
are entering the foreclosure process sooner than their white 
counterparts. 

Reasons for Delinquency/Foreclosure 

Ail but six respondents reported to be struggling to stay current on 
their mortgages. Respondents sometimes cited more than one 
reason for struggling with their monthly mortgage payments. The 
most commonly cited reasons were job loss or reduction of 
earningsand problematic loans- Employment-related reasons were 
cited by an overwhelming majority {or 76.5 percent) of the 
respondents. About 33.5 percent of the surveyed respondents 
identified holding a problematic loan as the reason why they 
experienced trouble repaying their mortgage {see Table 4). This 
finding Is consistent with the current housing market and economic 
Situation, Namely, problematic tubprime loans contributed to the 
first wave of foreclosures. The current market is experiencing a 


second wave of employment-related foreclosures as unemployment 
rates have risen to levels not seen in decades. Millions of workers have 
tost th^r jobs or had to cope with reduced work hours, and are now 
struggling to stay current on their mortgage payments- 

Additional reasons for delinquency and subsequent foreclosure, such as 
unforeseen medical expenses, divorce, separation, or death of family 
member, were also reported in this survey. Of ail respondents, 14.5 
percent pointed to unexpected medical expenses, of self or other family 
member, as reasons for struggling to repay their mortgage. A total of 7.8 
percent had experienced a separation, divorce, or death of the head of 
household, and 12.8 percent cited other reasons for struggling with 
mortgage payments including an increased cost of living and household 
expenses.® 

Table 4 below provides a more detailed look at the specific 
employment-related causes cited as an obstacle to repaying one's 
mortgage. A number of respondentscited more than one employment- 
related reason: 44 percent reported a reduction in work hours; 39 
percent reported the loss of a job; 5.6 percent experienced a decrease In 
self-employment earnings; and 5 percent reported the expiration of 
unemployment benefits. 

In all, 60 respondents reported that a problematic loan was to blame for 
their difficulty repaying their mortgage. When asked to explain why the 
loan was problematic, half {50 percent) of the respondents reported . 
that the loan terms and conditions were not adequately explained to 
them; 46.7 percent reported that the interest rate rose rapidly making 
them unable to pay their monthly payments; and 33.3 percent reported 
having received a higher starting Interest rate when they could have 
qualified for a lower rate. More African-American borrowers reported 
holding a problematic loan thart white or Hispanic borrowers. Out of all 
African Americans surveyed, 47.2 percent perceived their loan as 
problematic, whereas only 29,8 percent of Hispanic respondents and 

25.8 percent of white respondents did 
so (Table 6). 

This survey did not find any 
observable differences by age and 
gender among those survey 
respondents citing problematic loans 
as the reason for falling behind on 
mortgage payments {see Appendix 
Tables 3a and 3b}. 


Table 3. Muntber of Months Past-due for Homeowners with a Foreclosure 
Filing or Judgment by Race and Ethnicity 
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Eligibility and Modifications 

In order to be eligible for a loan modification 
through the HAMP program, borrowers have to 
meet all four of the following criteria: {i} the 
home must be the borrower's primary residence, 
{ii) the amount owed on the first mortgage 
cannot exceed $729,750, (iii) the current 
mortgage has to be acquired before January 1st, 
2009, and {iv) the payment on the first mortgage 
has to exceed 31 percent of the borrower's gross 
income. A detailed examination of the surveyed 
population shows almost 99 percent of the 
respondents met the requirements of the first 
criterion (i.e. the mortgage being on the primary 
residence). In addition, about 94 percent of the 
respondents met the second and third criteria 
(i.e. the amount owed and the purchase date of 
their current mortgage). A number of 
respondents (almost 13 percent) did not respond 
to questions about eligibility for the fourth 
alteria. This may be a result of an inability to 
determine whether the payment owed on their 
first mor^ge exceeded 31 percent of their 
income. Thus, HAMP eligibility could not be 
determined for nearly 13 percent of the survey 
respondents. A total of 68.2 percent of 
respondents met all eligibility criteria and were 
therefore eligible for modification through the 
HAMP program; 19 percent were not. This hamp 
eligibility measure Ignores the voluntary nature 
oflender participation.” 

The majority of respondents did not get a 
modification through either HAMP or any other 
initiative, In fact, the percent of respondents who 
did not get any type of modification (40.5 
percent) exceeded those who did obtain some 
sort of modification (30,2 percent). At the time 


Table 4. Reasons for Struggling With loan Payments 
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Table 5. Reasons Why the Loan Was Problematic 
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Table 6. Breakdown of Problematic Loans by Race 


the survey was conducted, another 20.1 
percent of borrowers were awaiting a 
decision on a pending modification 
application. 

Moreover, of those respondents who 
were HAMP>ellgible (I.e. met all eligibility 
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falling behind on their mortgage. 
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criteria}, 4S.4 percent did not get any type of modification. Only 31.2 percent did. The remaining 16,4 percent of HAMP-eligibie 
respondents were still awaiting a decision on whether their loans would be modified (see Table 7). 

Furthermore, despite the promotion of the government loan modification program, HAMP-eligible homeowners were slightly less 
likely to receive a loan modification than respondents who were not HAMP-eligible. Of the respondents who were not HAMP- 
eligible, 38 percent received a modification through some other program, white only 31 percent of those who were HAMP-eiigible 
got their loans modified. Moreover, 29.4 percentofthe respondents who were not HAMP-eligible did not receive a modification, 
compared to 48.4 percent of respondents who were HAMP-eligible (see Table 7 below). 

A breakdown of HAMP-eligible respondents by race and ethnicity shows that only 24.3 percent of African-American respondents 
and 32.3 percent of Hispanic or Latino respondents received some kind of modification, in contrast, 36.4 percent Cff HAMP-eligible 
whites received a modification. While a notable number of modifications were stii! pending at the time of the survey, 56.8 percent 
of African-American respondents and 51.6 percent of Hispanic or Latino respondents did not get a modification, compared to 40.9 
percent of white respondents (see Table 8). 


Table 7, Loan Modifications by HAMP Eligibility 



Table 8. Loan Modifications by Race and Ethnicity of Respondent (HAMP Eligible) 



Table 9. Breakdown of Modifications by Mortgage Status 
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There were small differences in the rate of modification by gender. By age, 51 to 60 year olds were less likely to be approved for a 
modification than 31 to 40 year olds. (See Appendix Tables 4a and 4b). 

A breakdown of loan modifications by mortgage status reveals interesting findings. Table 9 suggests that, based on observations 
from the general survey population, the foreclosure process or outcome (i.e. foreclosure pending or judgment) notably increased 
respondents' chance of not receiving a modification. More specifically, 50 percent of those who had a foreclosure pending and 70 
percent of those who had a foreclosure judgment received no modification on tiieir loan, compared to 25 percent of respondents 
who were current on their mortgage. Also, 43.7 percent of the respondents that were delinquent on their mortgage payment 
received no modification. 

Holding a second mortgage decreased the likelihood of obtaining a loan modification. Table 10 below shows that only 16 percent of 
respondents who held a second or third mortgage got their loans modified. In comparison, 35.6 percent of respondents who held 
only one mortgage received a mortgage modification. 


Table 10. Modifications by Mortgage Number 
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Table 11. Post-modification Interest Rate by HAMP Eligibility 



Table 12. Post-modification Interest Rate by Race of Respondents 
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Table 14. Redtictlbn in Monthly Payment 
Table 13. Reduction in Monthly by Race of Respondent 



. .Missing' 


I jfOt prOyidcO 


2 ' 460, 


Type of Modifications Received 
Based on the surv'ey findings,- the moit common type of 
morsificatiQO racsived by distressed borrowers was a redoedon In 
interest rates. Of those respondents who provided details cf the 
type of modification received {4S respondents), almost ail obtained 
an interest rate reduction, in contrast, only one survoy respondent 
received a principal rsducticn and two respondents reported to 
have rec^ved « principal forbearance; the rate of respondents in 
thfs survey who received principal reductions Is less than reported 
by the federa! government, The Office of the Comptroller of the 
Currency (OCC) and Office of Thrift Supervision (OTS) Mortgage 
Metrics Report found that principal reduction modifications 
represented 13 parcant of ail modifications in the 3rd (quarter of 
2009, 8f) increase from the 1st quarter of 2009 in which prifxr^pa) 
rnOdificatiOns represented only 3 percent of total modifications. 

On average, respondents who received an Interest rate reduction 
resuitihg from a modification experiertced a 3,2 percent drop in 
interest rates. The average Interest rate prior to the modification 
w 8$7.74 and the average new interest rate was 4.43 percent, 
HAMP-elisjbie r«spend«nis experienced a greater decline In their 
mortgage Interest rate than non*HAMP eligible respondents; 
HAMP-ellgibie respondents received a decrease in their interest 
rates of about 3.25 percentage points, coffjparad to a 2.93 
percentage point decline among non-HAMP eiigibla respondents 
(Table il above). 

The decline in the post-mcdificatlon interest rate was smaller for 
African-American respondents, compared tf.‘ both whites and 
Hispsnics, The average drop In interest rate for African-American 
f6spartd«nts was about 2.34 percentage points, compared to an; 
average drop of about 3.32 percentage points for white 
respondents and 3,33 percentage poin-ts for Hispanics. 
forty-four respondents reported a reduction in their monthly 
payments after receiving a rnodificatlori. These redoctlonsin 
payment ranged from $5 tc SI, 600, with a mean of 5443.27. The 
majority of responce/ts to this question (34 out of 44) were HAM?- 
e'igibie Th:; me-in .md median post-modification redoctiensln 
monthly rMymeht show mixed results (see Table. 13). On average. 


non-HAM? eligible respondents received a greater reduction in their 
msnttiiy payments. However, the median payment reduction for 
HAMF-eligible borrowers was $41 higher than the median for non- 
HAM? eligible borrowers. Tnis Indicates that there Is smaller 
deviation among the HAMP-eligib!e payment reductions. Due to the . 
small sample size of non-HAMP modificatioris, we cannot condusiveiy 
compare monthly payment reductions of HAM? and nor-HAM? . 
modifications. However, one dear corvciuslon Is that while alt 
modifications decrease payments, other research strongly suggests 
that most payment reductions are not deep enough. 

The post-modification reduction in monthly payment by race of 
respondent is provided !nTabla.l4 above. Minority respondents (in 
this case African Americans, Hispanics, and Asians) receilv»d.a greater, 
payment reduction In their monthly payments than did non'ftiinority 
respondents. This observation is possibly « result of the fact that . 
minority borrowers were more likely to need a greater f eduction in. . 
their monthly payments to make their mortgages swstatnabia. . 

Borrowers' Experience 

When asked to rate their communication with the servicer during the 
process of seeking s modification. 31,6 percent of tho respondents 
descrieed thotr communkatton experience as either ."good" or "vary 
good", while 43.3 percent described their experience as either "bsd" 
or “very bad." An additional quarter (25.2 percent) of respondents 
thought their communication with the servicerwas "fair." 

A factor likely contritsuting to respondents’ general dissatisfaction 
widi the experience cfapplyingfora loan modificstion could bathe 
number cf times borrowers were asked to re-submit documentation. 
Of those who responded to this question (160 respondents), 7C.6 
percent reported being asked to re-submlt their documents, while 
29.4 percent did not. Respondents who were ssked tc •■•e-submlt 
their decamentstian had to do so an average of 3 tlmss, with a few 
fespoftdsrits having to ra-submlt their documents as many as 8 to IS 
times. 
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Endnotes 


Making Home Affordable Program, Servi(»r Performance Report through February 2010, Treasury 
Department release of March 12, 2010, p.4 

fhttD://www.makinQhomeaffordab[e,Qov)docs/Feb%20ReDort%20031210,Ddf ). 

^ Dina ElBoghdady and Ranae Merle, Refinancing unavailable for many borrowers, Washington Post 
Staff, Sunday. February 14, 2010; A01. 

Respondents were able to identify more than 1 reason why they were unable to keep up with their 
mortgage payments. 

Some respondents did not Include information as to whether or not they were HAMP-eligible. 

® See the Making Home Affordable Program Servicer Performance Report Through February 2010. 

“ ACS 3-year Estimates 2006-2008. 

Two observations with unusually small values were excluded from the calculation of the mean purchase 
price. 

On average, the African-American borrowers with a foreclosure filing are only 3.8 months delinquent as 
opposed to ail other borrowers with a foreclosure filing being 6.4 months delinquent. A t-test on 
unpaired data finds the mean number of months delinquent for the two groups to be statistically different 
from each other at any level greater than 5.4%. Also, nonparametric tests for equality-of-medians and 
rank sum test find the two groups to be statistically different, The test remains consistent (but slightly 
less significant) when only the respondents with foreclosure filings, and not judgments, were 
considered. 

One respondent reported paying $4,000 to an organization in order to start a loan modification process. 

According to the February HAMP report released by the U.S. Department of Treasury, 13.3 percent (or 
800,000) delinquent loans had a non-participating HAMP servicer 
fhltp://www.makinQhomeaffordable.QOv/docs/Feb%20ReDort%2Q031210.Ddf 1. 
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Appendix Table 3a- Problematic Loans 
(self-reported) by Gender. 
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Appendix Table 3b. Problenjatic loans (seif-reported) by Ags 


Appendix Table 4a, Breakdown of Loan Modifications by Gender. 


Appendix Table 4b. Breakdown of Loan Modifications by Age. 
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SUMMARY 


I. U.S. Lending Activity Page 3 

■ Citi made approximately $439.8 billion in new credit available to U.S. borrowers in the year 
ended December 31, 2009, including $90.8 billion In the fourth quarter. 

■ New lending to U.S. consumers in 2009 was $175.6 billion. 

■ New commercial lending activity In 2009 totaled $264.2 billion. 

II. Help for U.S. Homeowners and Other Borrowers Page 4 

■ Since the start of the U.S. housing crisis in 2007, Citi has helped approximately 824,000 
homeowners in their effort to avoid potential foreclosure on mortgages totaling nearly $98 
billion. 

o In 2009. Citi helped approximately 388,000 borrowers in their effort to avoid potential 
foreclosure on mortgages totaling nearly $58 billion, including 128,000 borrowers in 
the fourth quarter. 

o As of December 31 , 2009, CitiMortgage, Inc. had active trials or permanent 
modifications for 47 percent of its eligible mortgage borrowers under the Federal 
Government’s Making Home Affordable Program, the highest proportion of any of the 
major U.S. mortgage servicers in percentage terms. 

■ Citi is also currently helping more than 1.6 million credit card members manage their card 
debt through a variety of forbearance programs. 

o 490,000 card members entered these programs in the fourth quarter. 

IH. TARP Capital Page 6 

« In December 2009, Citi repaid $20 billion Invested in the company by the U.S. Government 
under the Targeted Investment Program (TIP) of TARP. 

o As of December 31, 2009, Citi has deployed $23 billion to help expand the flow of 
credit to U.S. consumers, communities and businesses through various initiatives that 
were supported by the TARP capital. 

IV. Citi in the Community Page 6 

• Citi continues to support local community organizations with financial contributions, by providing 
technical assistance, and through the tremendous efforts of our employee volunteers. 
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1. U.S. LENDING ACTIVITY 


New Consumer and Commercial Credit 

Despite the difficult economic environment, Citi made approximately $439.8 billion in 
new credit available to U.S. consumers and businesses in the year ended December 31 . 
2009, including $90.8 billion in the fourth quarter. 

These efforts have helped businesses keep their doors open, spur job creation in 
communities and provide families with access to capital at times when they’ve needed it 
the most. 

New loans to U.S. consumers totaled $175.6 billion in 2009, including $34.5 billion in the 
fourth quarter. In 2009, Citi; 

■ Originated approximately $80.5 billion in mortgage loans that helped more than 
360,000 Americans purchase new homes or lower their payments through 
refinancing. 

■ Approved $80.1 billion In credit to new card members. 

■ Made available approximately $15.0 billion in other consumer loans, including 
auto loans, personal installment loans and student loans. 

New commercial lending activity totaled $264.2 billion In 2009, including $56.2 billion in 
the fourth quarter. In 2009, Citi: 

■ Arranged $232.7 billion in underwriting activity on behalf of large corporate and 
Institutional clients to provide funding for general liquidity, business expansion, 
and strategic transactions. 

■ Extended approximately $26.8 billion in new commercial and industrial loans and 
the renewal of existing commitments. 

■ Extended approximately $4.7 billion in new commercial real estate loans and the 
renewal of existing commitments. 
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II. HELP FOR HOMEOWNERS AND OTHER BORROWERS 


Helping Homeowners 

Since the start of the housing crisis in 2007, Cill has helped approximately 824,000 
homeowners in their effort to avoid potential foreclosure on mortgages totaling nearly 
$98 billion. 

In 2009, CitI: 

• Helped approximately 388,000 borrowers whose mortgages we own or service in 
their effort to avoid potential foreclosure on loans totaling approximately $58 
billion through modifications, extensions, forbearances, reinstatements and other 
loss mitigation activities. 

■ Was able to keep approximately nine out of 10 distressed borrowers with 
mortgages we own or service in their homes, a result that can be attributed, in 
part, to our participation in the Federal Government's “Making Home Affordable" 
program. 

■ Processed more than 898,000 mortgage applications with an aggregate value of 
approximately $148 billion. 

■ Originated approximately $80.5 billion In mortgage loans, helping more than 
366,000 Americans either purchase a home or lower their payments through 
refinancing. 

■ Refinanced approximately 270,000 primary mortgages. 


Citi fully supports the “Waking Home Affordable” program, which gives eligible 
homeowners with loans owned or guaranteed by Fannie Mae or Freddie Mac an 
opportunity to obtain more affordable monthly payments. 

■ As of December 31, 2009, CitiMortgage, Inc. had active trials or permanent 
modifications for 47 percent of Its eligible mortgage borrowers who are more than 
60 days past due on their payments, the highest proportion of any of the major 
U.S. mortgage servicers in percentage terms.* 


'Making Home Affordable Program — Sen/icerPeriOTmanc© Report Through Deramber 2009, 
wvw.makinqhomeaffordable.oov 
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Support for Credit Card Holders 

Citi’s primary objective, particularly In this continued difficult credit environment, is to 
fund the expansion of credit to existing card members and attract new account holders, 
based on their ability to repay their loans. 

• During 2009, Citi Cards extended $80.1 billion in new credit to U.S. consumers 
who meet Citi’s customary sound lending standards, including $21 .0 billion In the 
fourth quarter. 

Citi also continues to provide card members facing financial challenges with expanded 
eligibility forbearance programs. 

■ Citi is currently providing help to more than 1.6 million card members to manage 
their credit card debt through a variety of forbearance programs, 

■ 490,000 card members entered these programs in the fourth quarter of 2009, 
compared with approximately 357,000 during the same period in 2008. 

■ Programs for eligible customers include temporary forbearance, work outs, 
settlements and rate reductions as well as payment incentives and balance- 
consolidation programs that accelerate the reduction of card loans without 
materially increasing the cost to consumers. 

Citi is also proactively reaching out to customers who, although current on their 
accounts, may be showing signs of financial stress and may need additional help to 
repay their balances. 

■ Citi assists these customers through a variety of programs, such as matching 
payments, which reduce the customer’s outstanding balance. The specific 
programs are dependent on Individual circumstances and the customer's 
willingness and ability to repay. 

» Given the current economic challenges. Citi is continuously developing and 
refining these programs to help customers resolve credit problems and restore 
their credit health. 
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1!!. TARP Capital 

in December 2009, Citi repaid $20 billion invested in the company by the U.S. 
Government under the Targeted Investment Program (TIP) of TARP and exited the loss- 
sharing agreement with the Government. 

As of December 31 , 2009, Citi has deployed $23 billion to help expand the flow of credit 
to U.S. consumers, communities and businesses through various initiatives that were 
supported by the TARP capital. 

Consistent with Citi’s repayment of the TIP investment, the initiatives referred to above 
will no longer be separately tracked and reported, and Citi will no longer issue a 
separate quarterly update on the use of TARP capital. 


IV. CITI IN THE COMMUNITY 

Citi remains committed to helping our neighbors and non-profit partners refocus and 
rebuild for the future. 

Citi’s Office of Homeownership Preservation (OHP) provides a range of support services 
that go beyond modification of a mortgage loan, including our extensive partnership 
network with non-profit organizations that offer legal assistance, counseling, and 
translation services to borrowers, 

We continue to support local community organizations with financial contributions, by 
providing technical assistance, and through the tremendous efforts of our employee 
volunteers. 

Here are some highlights of our work in the fourth quarter of 2009. 

■ In November 2009, Citi Community Capital provided $1 5 million in financing to 
the Bedford Stuyvesant Restoration Corporation for a major renovation project 
that is expected to spur economic growth in the Central Brooklyn area of New 
York City. 

■ In October 2009, Citi and the Citi Foundation provided $280,000 in grants to fund 
Native American small business development, college scholarships, financial 
literacy and education Initiatives In South Dakota, where Citi is a major employer. 

• Citi and the Citi Foundation provided grants to the following non-profits, among 
others: 

o $100,000 to The Smith Center for the Performing Arts in support of arts 
education and the redevelopment of downtown Las Vegas, 
o $50,000 to the Broward College Foundation to support research into 
green jobs needs In Broward County. Florida, 
o $30,000 to support the work of Project Access among low- and moderate- 
income youth, adults and seniors in California. 
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May 30. 20-0 

Blacks in Memphis Lose Decades of 
Economic Gains 

By MICHAEL POWELL 

MEMPHIS — For two decades, Tyrone Banks was one of many African-Americans who saw his 
economic prospects brightening in this Mississippi River city. 

A single father, he worked for FedEx and also as a custodian, built a handsome brick home, had 
a retirement account and put his eldest daughter through college. 

Then the Great Recession rolled in like a fog bank. He refinanced his mortgage at a rate that 
adjusted sharply upward, and afterward he lost one of his jobs. Now Mr, Banks faces 
bankruptcy and foreclosure. 

“I’m going to tell you the deal, plain-spoken: I’m a black man from the projects and I clean 
toilets and mop up for a living,” said Mr. Banks, a trim man who looks at least a decade younger 
than his 50 years. “I’m proud of what I’ve accomplished. But my whole life is backfiring.” 

Not so long ago, Memphis, a city where a majority of the residents are black, was a symbol of a 
South where racial history no longer tightly constrained the choices of a rising black working 
and middle class. Now this city epitomizes something more grim: How rising unemployment 
and growing foreclosures in the recession have combined to destroy black wealth and income 
and erase two decades of slow progress. 

The median income of black homeowners in Memphis rose steadily until five or six years ago. 
Now' it has receded to a level below that of 1990 — and roughly half that of white Memphis 
homeow'ners, according to an analysis conducted by Queens College Sociology Department for 
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The New York Times. 

Black middle-class neighborhoods are hollowed out, with prices plummeting and homes 
standing vacant in places like Orange Mound, Whitehaven and Cordova. As job losses mount — 
black unemployment here, mirroring national trends, has risen to 16.9 percent from 9 percent 
two years ago; it stands at 5.3 percent for whites — many blacks speak of draining sarings and 
retirement accounts in an effort to hold onto their homes. The overall local foreclosure rate is 
roughly twice the national average. 

The repercussions will be long-lasting, in Memphis and nationwide. The most acute economic 
divide in America remains the steadily widening gap between the wealth of black and white 
families, according to a recent study by the Institute on Assets and Social Policy at Brandeis 
University. For every dollar of wealth owned by a w'hite family, a black or Latino family owns 
just 16 cents, according to a recent Federal Reser\'e study. 

The Economic Policy Institute’s forthcoming “The State of Working America” analyzed the 
recession-driven drop in wealth. As of December 2009, median w'hite wealth dipped 34 
percent, to $94,600; median blaclt wealth dropped 77 percent, to $2,100. So the chasm widens, 
and Memphis is left to deal with the consequences. 

“This cancer is metastasizing into an economic crisis for the city,” said Mayor A. C. Wharton Jr. 
in his riverfront office. “It’s done more to set us back than an>fhing since the beginning of the 
civil rights movement.” 

The mayor and former bank loan officers point a finger of blame at large national banks — in 
particular. Wells Fargo. During the last decade, they say, these banks singled out blacks in 
Memphis to sell them risky high-cost mortgages and consumer loans. 

The City of Memphis and Shelby County sued Wells Fargo late last year, asserting that the 
bank’s foreclosure rate in predominantly black neighborhoods was nearly seven times that of 
the foreclosure rate in predominantly white neighborhoods. Other banks, including Citibank 
and Countrj'wide, foreclosed in more equal measure. 

In a recent regulatory filing. Wells Fargo hinted that its legal troubles could multiply. “Certain 
government entities are conducting investigations into the mortgage lending practices of 
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various Wells Fargo affiliated entities, including whether borrowers were steered to more costly 
mortgage products," the bank stated. 

Wells Fargo officials are not backing down in the face of the legal attacks. They say the bank 
made more prime loans and has foreclosed on fewer homes than most banks, and that the worst 
offenders — those banks that handed out bushels of no-money-down, negative-amortization 
loans — have gone out of business. 

“The mistake Memphis officials made is that they picked the lender who was doing the most 
lending as opposed to the lender who tvas doing the worst lending,” said Brad Blackwell, 
executive tdce president for Wells Fargo Home Mortgage. 

Not every recessionary’ ill can be heaped upon banks. Some black homeowners contracted the 
buy-a-big-home fever that infected many Americans and took out ill-advised loans. And 
unemployment has pitched even homeowners who hold conventional mortgages into 
foreclosure. 

Federal and state officials say that high-cost mortgages leave hard-pressed homeowners 
especially vulnerable and that statistical patterns are inescapable. 

“The more segregated a community of color is, the more likely it is that homeowners wll face 
foreclosure because the lenders who peddled the most toxic loans targeted those communities,” 
Thomas E. Perez, the assistant attorney general in charge of the Justice Department’s civil 
rights division, told a Congressional committee. 

The reversal of economic fortune in Memphis is particularly grievous for a black professional 
class that has taken root here, a group that includes Mr. Wharton, a lawyer who became mayor 
in 2009 . Demographers forecast that Memphis will soon become the nation’s first majority 
black metropolitan region. 

That prospect, noted William Mitchell, a black real estate agent, once augured for a fine future. 

“Our home values were up, income up,” he said. He pauses, his frustration palpable. “What we 
see today, it’s a new world. And not a good one.” 

Porch View 
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“You don’t want to walk up there! That’s the wild, wild west,” a neighbor shouts. “Nothing on 
that block but foreclosed homes and squatters.” 

To roam Soulsville, a neighborhood south of downtown Memphis, is to find a place where 
bungalow's and brick homes stand vacant amid azaleas and dogwoods, where roofs are 
swaybacked and thieves punch holes through walls to strip the copper piping. The weekly 
newspaper is swollen with foreclosure notices. 

Here and there, homes are burned by arsonists. 

Yet just a few years back, Howard Smith felt like a rich man. A 56-year-old African-American 
engineer with a gray-flecked beard, butter-brown corduroys and red sneakers, he sits with two 
neighbors on a porch on Richmond Avenue and talks of his miniature real estate empire: He 
ow'ned a home on this block, another in nearby Whitehaven and another farther out. His job 
paid well; a pleasant retirement beckoned. 

Then he was laid off. He has sent out 60 applications, obtained a dozen interviews and received 
no calls back. A bank foreclosed on his biggest house. He will be lucky to get $30,000 for his 
house here, w'hich w'as assessed at S8o,ooo two years ago. 

“It all disappeared overnight,” he says. 

“Mmm-mm, yes sir, overnight,” says his neighbor, Gw'en Ward. In her 50s, she, too, was laid 
off, from her supervisoiy job of 15 years, and she moved in with her elderly mother. “It seemed 
we were headed up and then” — she snaps her fingers — “it all w'ent away.” 

Mr. Smith nods. “The banks and Wall Street have taken the middle class and shredded us,” he 
says. 

For the greater part of the last century, racial discrimination crippled black efforts to buy homes 
and accumulate W'ealth. During the post-World War II boom years, banks and real estate agents 
steered blacks to segregated neighborhoods, where home appreciation lagged far behind that of 
white neighborhoods. 

Blacks only recently began to close the home ownership gap with whites, and thus accumulate 
wealth — progress that now is being erased. In practical terms, this means black families have 
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less money to pay for college tuition, invest in businesses or sustain them through hard times. 

“We’re wiping out whatever wealth blacks have accumulated ~ it assures racial economic 
inequality for the next generation,” said Thomas M. Shapiro, director of the Institute on Assets 
and Social Policy at Brandeis University. 

The African-American renaissance in Memphis was halting. Residential housing patterns 
remain deeply segregated. While big employers — FedEx and AutoZone — have headquarters 
here, wage growth is not robust. African-American employment is often serial rather than 
continuous, and many people lack retirement and health plans. 

But the recession presents a crisis of a different magnitude. 

Mayor Wharton walks across his office to a picture window and stares at a shimmering 
Mississippi River. He describes a recent drive through ailing neighborhoods. It is akin, he says, 
to being a doctor “looking for pulse rates in his patients and finding them near death.” 

He adds; “I remember riding my bike as a kid through thriving neighborhoods. Now it’s like 
someone bombed my city.” 

Banking on Nothing 

Camille Thomas, a 40 -year-old African-American, loved working for Wells Fargo. “I felt like I 
could help people,” she recalled over coffee. 

As the subprime market heated up, she said, the bank pressure to move more loans — for autos, 
for furniture, for houses — edged into mania. “It was all about selling your units and getting 
your bonus,” she said. 

Ms. Thomas and three other Wells Fargo employees have given affidavits for the city’s lawsuit 
against the bank, and their statements about bank practices reinforce one another. 

‘Your manager would say, ‘Let me see your cold-call list. 1 want you to concentrate on these ZIP 
codes,’ and you knew those were African-American neighborhoods,” she recalled. “We were 
told, ‘Oh, they aren’t so satny.’ ” 

She described tricks of the trade, several of dubious legality- She said supervisors had told 
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employees to white out incomes on loan applications and substitute higher numbers. Agents 
went “fishing” for customers, mailing live checks to leads. When a homeowner deposited the 
check, it became a high-interest loan, rvith a rate of 20 to 29 percent. Then bank agents tried to 
talk the customer into refinancing, using the house as collateral. 

Several state and city regulators have placed Wells Fargo Bank in their cross hairs, and their 
lawsuits include similar accusations. In Illinois, the state attorney general has accused the bank 
of marketing high-cost loans to blacks and Latinos while selling lower-cost loans to white 
borrowers. John P. Reiman, the Washington, D.C., lawyer handling the Memphis case, has sued 
Wells Fargo on behalf of the City of Baltimore, asserting that the bank systematically exploited 
black borrowers, 

A federal judge in Baltimore dismissed that law'suit, saying it had made overly broad claims 
about the damage done by Wells Fargo. City lawyers have refiled papers. 

“I don’t think it’s going too far to say that banks are at the core of the disaster here,” said Phyllis 
G. Betts, director of the Center for Community Building and Neighborhood Action at the 
University of Memphis, which has closely examined bank lending records. 

Former employees say Wells Fargo loan officers marketed the most expensive loans to black 
applicants, even when they should have qualified for prime loans, This practice is known as 
reverse redlining. 

Webb A. Brew'er, a Memphis lawyer, recalls poring through piles of loan papers and coming 
across name after name of blacks with subprime mortgages. “This is money out of their pockets 
lining the purses of the banks,” he said. 

For a $150,000 mortgage, a difference of three percentage points — the typical spread between 
a conventional and subprime loan — tacks on $90,000 in interest payments over its 30-year 
life. 

Wells Fargo officials say they rejected the worst subprime products, and they portray their 
former employees as disgruntled rogues W'ho subverted bank policies, 

“They acknowledged that they knowingly worked to defeat our fair lending policies and 
controls,” said Mr. Blackwell, the bank executive. 
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Bank officials attribute the surge in black foreclosures in Memphis to the recession. They say 
that the average credit score in black Census tracts is io 8 points lower than in white tracts, 

“People who have less are more cmlnerable during downturns,” said Andrew' L. Sandler of 
Buckley Sandler, a law firm representing Wells Fargo. 

Mr. Reiman, the lawyer representing Memphis, is uncominced. “If a bad economy and poor 
credit explains it, you’d expect to see other banks with the same ratio of foreclosures in the 
black community,” he said. “But you don’t. Wells is the outlier.” 

Whatever the responsibility, indradual or corporate, the detritus is plain to see. Within a tw’o- 
block radius of that porch in Soulsville, Wells Fargo holds mortgages on nearly a dozen 
foreclosures. That trail of pain extends right out to the suburbs. 

Begging to Stay 

To turn into Tyrone Banks’s subdivision in Hickory Ridge is to find his dream in seeming 
bloom. Stone lions guard his door, the bushes are trimmed and a freshly waxed sport utility 
vehicle sits in his driveway. 

For years, Mr. Banks was assiduous about paying down his debt: he stayed two months ahead 
on his mortgage, and he helped pay off his mother’s mortgage. 

Two years ago, his doorbell rang, and two men from Wells Fargo offered to consolidate his 
consumer loans into a low-cost mortgage. 

“I thought, 'This is great! ’ ” Mr. Banks says. “When you have four kids, college expenses, you 
look for any savings.” 

What those men did not tell Mr. Banks, he says (and Ms. Thomas, who studied his case, 
confirms), is that his new mortgage had an adjustable rate. When it reset last year, his payment 
jumped to $ 1,700 from $ 1 , 200 . 

Months later, he ruptured his Achilles tendon playing basketball, hindering his work as a 
janitor. And he lost his job at FedEx. Now foreclosure looms. 

He is by nature an optimistic man; his smile is rueful. 
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“Man, I should I have stayed ‘old school’ with my finances,” he said. “I sat down my youngest 
son on the couch and I told him, ‘These are rough times.’ ” 

Many neighbors are in similar straits. Foreclosure notices flutter like flags on the doors of ttvo 
nearby homes, and the lawns there are overgrown and mud fills the gutters. 

Wells Fargo says it has modified three mortgages for every' foreclosure nationwide — although 
bank officials declined to provide the data for Memphis. A study by the Neighborhood 
Economic Development Advocacy Project and six nonprofit groups found that the nation’s four 
largest banks. Wells Fargo, Bank of America, Citigroup and JPMorgan Chase, had cut their 
prime mortgage refinancing 33 percent in predominantly minority communities, even as prime 
refinancing in white neighborhoods rose 32 percent from 2006 to 2008. 

For Mr. Banks, it is as if he found the door \\ide open on his way into debt but closed as he tries 
to get out. 

“Some days it feels like eveiy'one I know in Memphis is in trouble,” Mr. Banks says. “We’re all 
just begging to stay in our homes, basically.” 

This article has been revised to reflect the following correction: 

Correction! June s, 2010 

An article on Monday about the rising gap in unemployment between whites and blacks rendered 
incorrectly a neighborhood in Memphis. It is Whitehaven, not White Haven. 
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June 2010 

Bankof America 


Loan Modification Programs and Performance 

Bank of America has completed over 630,000 modifications since January 2008. Bank of America is the leader in 
almost every major HAMP category, including the largest number of completed HAMP modifications. 


[Solutions to Help More Customers 

• Staffing: Bank of America Home Loans has expanded default management staffing to more than 18,000 and since January 2009 
has participated in nearly 360 community outreach events in 31 states. 

• Outreach: We have implemented additional strategies to reach borrowCTS, including door knocking, mobile notaries and 
customer assistance centers to provide in-person counseling. Customers can now gain answers to their questions about the loan 
modification process on the Bank of America website: http:// bankofemerica.com/homeloanhelp. 

• Web Portal: Bank of America is participating in the HOPE LoanPort program. Registered housing counselors assisting 
customers with loan modifications will be able to commiuiicate with Bank of America using the portal’s e-mail communications, 
documentation submission system and document repository. 

• Principal Reduction: We recently implemented enhancements to our proprietary National Homeownership Program, including 
an innovative “earned principal forgiveness" approach to help customers who owe significantly more than their homes are worth. 
Treasury has also announced a similar principal reduction program with an earned principal forgiveness concept; that program 
will be effective later this year and will be considered for a broader range of loans. We began mailing offers May 1 7 under Bank 
of America’s program to provide immediate relief to those in the most imminent danger of losing their homes to foreclosure. 

• 2MP: Bank of America was the first servicer to sign an agreement to participate in the government’s new second lien 
modification program (2MP) in January, giving it a head start toward early implementation. The company mailed its first offers to 
customers on April 1, within days of Treasury’s issuance of the program guidelines. 

• Alternatives to HAMP: Customers who do not meet the criteria for HAMP receive a letter stating the reason(s) for ineligibility, 
with a dedicated toll-free number for appeal, Letters remind customers that Bank of America wants to continue to work with 
them; an automatic Second Look process determines if customers qualify for a non- HAMP home retention solution. Short sale 
and deed-in-Iieu solutions are available when ail home retention options have been exhausted; early response indicates many 
customers are interested in these alternatives to foreclosure. 

• Proprietary Programs: We are providing solutions to those customer segments that fall outside HAMP’s target reach. Non- 
HAMP options we consider to avoid foreclosure include modification programs for loans on non-owner-occupied properties and 
borrowens with a debt-to-income ratio below 31%, and forbearance programs for the unemployed. 

• Short Sales: Bank of America became operational in the government’s Home Affordable Foreclosure Avoidance (HAFA) 
program in April, The program provides a streamlined, cooperative and encouraging approach to facilitate short sales or deeds-in- 
lieu when homeowners are ineligible for a HAMP modification. 

• Dignified Transition: Given the depth of the nation’s recessionary impacts on homeowners, a considerable number of customers 
will transition from homeownership over the next two years. We are committed to compassionately and responsibly helping 
customers who have exhausted all their options and cannot maintain their mortgages. Solutions include short sales and deeds-in- 
lieu to help cu.stomers avoid the stigma of foreclosure and potentially reduce damage done to their credit. 


I Loan Modification Results through May 2010 

• Dank of America has completed more than 70,000 permanent mortgage modifications under the federal government’s Home 
Affordable Modification Program (HAMP), with a total of more than 630,000 modifications through ail available programs since 
January 2008. 

• Through proprietary programs, Bank of America has completed more than 560,000 modifications outside of HAMP since January 
2008, including nearly 71,000 non-HAMP modifications so far this year. 

• In the April report, the Treasury estimated Bank of America had an eligible 60+ day delinquent population of 478,000 borrowers. 
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TROUBLED ASSET RELIEF PROGRAM 

Home Affordable Modification Program Continues to 
Face Implementation Challenges 


What GAO Found 

When Treasury announced the program in March 2009, it estimated that 
HAMP could he^ 3 to 4 million borrowers. Through February 2010, including 
both the portion funded by TARP and the portion funded by Fannie Mae and 
Freddie Mac: 

• about 1.1 million borrowers had begun trial modifications; of which 

• about 800,000 were in active trial modifications, and 

• fewer than 200,000 permanent modifications had been made. 

As of early March 2010, the TARP-funded portion of the program had 113 
participating servicers, and about $36.9 billion of the $50 billion in TARP 
funds for HAMP had been allocated to these servicers. A typical TARP-funded 
modification could result in a monthly mortgage payment reduction of about 
$520. 

Treasury has taken some steps, but has not fully addressed concerns that 
GAO raised in its July 2009 report on HAMP’s transparency and 
accountability. For example. Treasury has yet to finalize some key 
components of its intern^ controls over the first-lien program, including 
establishing metrics and benchmarks for servicers' performance. In addition, 
Treasury has not finalized remedial actions, or pen^ties, for servicers not in 
compliance with HAMP guidelines. According to Treasury, these remedies 
will be completed in Ap^ 2010. Lastly, GAO reported that Treasury’s 
projection that 3 to 4 million borrowers could be helped by HAMP was based 
on several uncertain assumptions and might be overly optimistic, and GAO 
recommended that Treasury update this estimate, but the Department has not 
yet done so. 

Preliminary results of GAO’s ongoing work show inconsistencies in some 
aspects of program implementation. Although one of HAMP’s goals was to 
ensure that mortage modifications were standardized. Treasury has not 
issued specific guidelines for all program areas, allowing inconsistencies in 
how servicers treat borrowers. For example, the 10 services GAO contacted 
had 7 different sets of criteria for determining whether borrowers who were 
not yet 60 days delinquent qualified for HAMP. Also, some servicers were not 
systematically tracking all HAMP complaints and, in some cases, tracked only 
resolutions to certain types of complaints, such as written complaints 
addressed to the company president. GAO also found that servicers faced 
challenges implementing HAMP because of the number of changes to the 
program, some of which have required servicers to readjust their business 
practices, update their systems, and retrain staff. 

HAMP is likely to face additional challenges going forward, including 
successfully converting trial modifications, addressing the needs of borrowers 
who have substantial negative equity, limiting redefaults for those who receive 
modifications, and achieving program stability. While GAO’s study is not yet 
completed, GAO shared preliminary findings with Treasury to allow it to 
address these issues in a timely manner. 

Unttori States Government Accountability Office 
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Mr. Chairman and Members of the Committee: 

I am pleased to be here today to discuss our work on the Home Affordable 
Modification Program (HAMP), which the Department of the Treasury has 
implemented under the Troubled Asset Relief Program (TARP). Dramatic 
increases in home mortgage defaults and foreclosures have been at the 
root of the current economic crisis. In response to the turmoil in the 
financial markets, the Emergency Economic Stabilization Act of 2008 (the 
act) authorized Treasury to establish TARP and to purchase and insure up 
to $700 billion in troubled assets from financial institutions through 
TARP. ‘ Treasury’s initial focus in implementing TARP was to stabilize the 
financial markets and increase lending to businesses and consumers, but 
the authorities granted to Treasury under the act were also to be used to 
preserve homeownership, protect home values, and maximize assistance 
for homeowners with respect to foreclosure mitigation efforts. On 
February 18, 2009, Treasury announced the framework for HAMP, a 
program that would use up to $50 billion of TARP funds to help at-risk 
homeowners avoid potential foreclosure, primarily by reducing their 
monthly mortgage payments. 

My statement today is based on our July 23, 2009, report on HAMP and our 
current work evaluating Treasury’s ongoing implementation of the 
program.^ Specifically, this statement focuses on (1) HAMP program 
activities to date, (2) the static of the recommendations we made in our 
July 2009 report to strengthen the transparency and accountability of 
HAMP, (3) preliminary finding from our current work evaluating 
servicers’ implementation of HAMP, and (4) additional challenges HAMP 
faces going forward. Our current work evaluates servicers’ practices in 
informing borrowers about HAMP, the extent to which servicers have 
been consistently evaluating borrowers for HAMP participation, and the 
processes that have been put into place for borrowers to file HAMP 
complaints. To examine these questions, we spoke with and obtained 
information from 10 HAMP servicers of various sizes that collectively 
represented 71 percent of the TARP funds allocated to participating 


‘Pub. L. No. 1 1{W43, 122 Stat. 3765 (2008), codified at 12 U.S.C. §§ 5201 et seq. The Helping 
Families Save Their Homes Act of 2009, ^b. L No. 1 1 1-22, Div. A, 123 Stat. 1632 (2009) 
amended the act to reduce the maximvim allowable amount of outstanding troubled assets 
by almost $1.3 billion, from $700 billion to $698,741 billion. 

^GAO, Troubled Asset R^i^f Program: Treasury Actions Needed to Make the Home 
Affordable Modification Program More Transparent and Accountable, GAO-09-837 
(Washington, D.C.: July 23, 2009). 
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servicers and visited 6 of them. We reviewed their policies and procedures, 
interviewed mans^ement and quality assurance staff, and observed a 
sample of phone calls between borrowers and their servicers. We are also 
reviewing samples of loan files from each servicer for borrowers who 
were offered and denied HAMP trisd modifications. P^ally, we spoke with 
officials at Treasury and its financial agents — Fannie Mae and Freddie 
Mac — to understand how' they were ensuring compliance with HAMP 
guidelines and their processes for resolving HAMP complaints. We are 
coordinating our work with other oversight entities that TARP created — 
the Congressional Oversight Panel (COP) and the Office of the Special 
Inspector General for TARP (SIGTARP). 

The work on which this testimony is based was performed in accordance 
with generally accepted government auditing standards. Those standards 
require that we plan and perform the audit to obtain sufficient, appropriate 
evidence to provide a reasonable basis for our finding and conclusions 
based on our audit objectives- We believe that the evidence obtained 
provides a reasonable basis for our findings and conclusions based on our 
audit objectives. 


Background 


National default and foreclosure rates rose sharply from 2005 through 2009 
to the highest level in 29 years (fig. 1). Default rates climbed from 1.09 
percent to 5.09 percent, and foreclosure start rates — representing the 
percentage of loans that entered the foreclosure process each quarter — 
grew almost threefold, from 0.42 percent to 1.2 percent. Put another way, 
over half a million mortgages entered the foreclosure process in the fourth 
quarter of 2009, compared with about 174,000 in the fourth quarter of 2005. 
Finally, foreclosure inventory rates rose over 350 percent over the 4-yeai 
period, increasing from 0.99 percent to 4.58 percent, with most of that 
growth occurring after the second quarter of 2007. As a result, over 2 
million loans were in the foreclosure inventory as of the end of 2009. 
Foreclosure starts declined in the last quarter of 2009, but the number of 
defaults continued to climb. 
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Figure 1 ; National Default and Foreclosure Trends, 1979 - 2009 


Q1 1979 -Q4 2009 


02 2005 - Q4 2009 


Percentage 


Percentage 



Foreclosure is a legal proce^ that a mortgage lender initiates against a 
homeowner who has missed a certain number of payments. The 
foreclosure process has several possible outcomes but generally means 
that the homeowner loses the property, typically because it is sold to 
repay the outstanding debt or repossessed by the lender. The foreclosure 
process is usually governed by state law and varies widely by state. 
Foreclosure processes gener^y fall into one of two categories— judicial 
foreclosures, which proceed through courts, and norgudicial foreclosures, 
which do not involve court proceedings. The legal fees, foregone interest, 
property taxes, repayment of former homeowners' delinquent obligations, 
and selling expenses can make foreclosure extremely costly to lenders. 
Options to avoid foreclosure include forbearance plans, short sales, deeds 
in lieu of foreclosure, and loan modifications. With forbearance plans and 
loan modifications, the borrower retains ownership of the property. With 
short sales and deeds in lieu of foreclosure, the borrower does not. 

In March 2009, Treasury issued the first HAMP guidelines for modifying 
first lien mortgages in an effort to help homeowners avoid foreclosure. 
The goal of the Qrst-lien mortgage modification program is to reduce the 
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monthly p^mnents of struggling homeowners to more affordable levels — 
specifically 31 percent of household income. According to Treasuiy, 

HAMP was intended to offer reduced monthly payments to up to 3 to 4 
million homeowners. Under the first-lien modification program, Treasury 
shares the cost of reducing the borrower’s monthly mortgage payments 
with mortgage holders/investors and provides various financial incentives 
to servicers, borrowers, and mortgage holders/investors for loans modified 
under the program for 5 years. To be eligible for a first-lien loan 
modification; 

• the property must be owner occupied and the borrower’s primary 
residence; 

• the property mast be a single-family property (1 to 4 units) with a 
maximum unpaid principal balance on the unmodified first-lien mortgage 
that is equal to or less than $729,750 for a l-unit property; 

• the loan must have been originated on or before January 1, 2009; and 

• the monthly first-lien mortgage payment must be more than 31 percent of 
the homeowner’s gross monthly income. 

Borrowers have until December 31, 2012, to be accepted into the first-lien 
modification program. HAMP also includes other subprograms that, for 
example, offer incentives to modify or pay off second-lien loans of 
borrowers whose first mortg^es were modified under HAMP and to 
pursue foreclosure alternatives when a HAMP modification cannot be 
offered. 

The HAMP first-lien modification program has four main features; 

1. Cost sharing - Mortgage holders/investors will be required to take the 
first loss in reducing the borrower’s monthly payments to no more 
than 38 percent of the borrower’s income. Treasury will then use TARP 
funds to match further reductions on a dollar-for-dollar basis, down to 
the target of 3 1 percent of the borrower’s gross monthly income. The 
modified monthly payment is fixed for 5 years or until the loan is paid 
off, whichever is earlier, as long as the borrower remains in good 
standing with the program. After 5 years, the payment may increase by 
1 percent a year to a cap of the Freddie Mac rate for 30-year fixed rate 
loans as of the date that the modification agreement is prepared. 
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2. Standardized net present value (NPV) test - The NPV test 
compares expected cash flows from a modified loan to the same loan 
with no modification. If the expected cash flow with a modification is 
greater than the expected cash flow without a modification, the loan 
servicer is required to modify the loan. According to Treasury, the NPV 
test increases mortgage holder/investor confidence and helps ensure 
that borrower are treated consistently under the program by 
providing a transparent and externally derived objective st^dard for 
all loan servicers to follow. 

3. Standardized waterfall - Servicers must follow a sequential 
modification process to reduce payments to 31 percent of gross 
monthly income. Servicers must first capitalize accrued interest and 
expenses paid to third parties. Next, interest rates must be reduced to 
the higher of 2 percent or a level that achieves the 31 percent debt-to- 
income target. If the debt-to-income ratio is still over 31 percent, 
servicers must then extend the amortization period of the loan up to 40 
years. Finally, if the debt-to-income ratio is still over 31 percent, the 
servicer must forbear — defer — principal until the payment is reduced 
to the 31 percent target.* Servicers may also forgive mortgage principal 
at any step of the process to achieve the target monthly payment ratio 
of 31 percent. 

4. Incentive payment structure - Treasury will use HAMP funds to 
provide both one-time and ongoing (“pay-for-success") incentives to 
loan servicers, mortgage holders/investors, and borrowers to increase 
the likelihood that the program will produce successful modifications 
over the long term and help cover the servicers’ and investors’ costs of 
modifying a loan. 

Prior to HAMP, many servicers offered their own loan modification 
programs, but the vast majority of these loan modifications increased or 
did not change the borrower’s monthly mortgage payment. Rather, the 
focus of these programs was on bringing delinquent loans current by 
adding past due interest, advances for taxes or insurance, and other fees to 
the loan balance. Some of these loan modifications changed the interest 
rate or remaining term of the loan but typically focused on reducing 


principal fmhearance amount is non-interest bearing and non-amortizing and cannot 
accrue interest, under the guidelines or be amortized o\er the loan term. Rather, the 
amount of principal forbearance will result in a balloon payment fully due and payable 
upon the borrower’s trar^fer of the property, payoff of the interest bearing unpaid principal 
balance, or maturity of the mortgage loan. 
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payments to 38 rather than 31 percent of the borrower’s gross monthly 
income. For example, FDIC’s IndyMac Federal Bank loan modification 
program, on which HAMP is partially based, initially reduced payments to 
38 percent of the borrower’s gross monthly income before subsequently 
revising the payment target to 31 percent. Many servicers continue to offer 
non-HAMP loan modifications for borrowers who do not qualify for 
HAMP. Appendix I provides examples of non-HAMP loan modification 
programs and an overview of other federal foreclosure prevention 
programs. 


The HAMP Loan 
Modification Program 
Has Made Limited 
Progress to Date 


Treasury first announced HAMP in February 2009 and issued the first 
implementation guidelines in March 2009. Since then, Treasury has issued 
1 1 supplemental directives for the HAMP program, 8 of them for the first- 
lien modification program (fig. 2). The early supplements directives 
tended to focus on basic implementation issues, but the later directives 
resulted in significant changes to the program — for example, requiring 
servicers to send written deniS notices to borrowers, streamlining the 
process used by servicers for evSuating borrowers, and requiring that 
servicers verify borrowers’ income before initiating triS modifications. 


As of March 9, 2010, 113 servicers had signed HAMP Servicer Participation 
Agreements to modify loans not owned or guaranteed by the government 
sponsored enterprises (GSE) Fannie Mae and Freddie Mac.* Roughly $36.9 
billion in TARP funds have been allocated to these servicere for 
modification of non-GSE loans. These servicers include national financial 
institutions such as Bank of America, Wells Fargo, and JP Morgan Chase 
and national servicing organizations such as GMAC Mortgage and Ocwen. 
Fannie Mae and Freddie Mac required all servicers of loans that they 
owned or guaranteed to participate in the GSE HAMP program. 


'Under HAMP, Fannie Mae and FVeddie Mac are expected to provide up to $25 billion in 
ftmding to encourage servicers to modify loans owmed or guaranteed by the two GSEs. 
According to Treasury, up to $50 billion in TARP funds will be used primarily to encourage 
the modification of mortg^es that financial institutions own and hold in their own 
portfolios and mortgages held in private-label securitization trusts (non-GSE loans). 
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Figure 2; Timeline of HAMP Program Announcements 
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Treasury reported that through February 2010 servicers had offered nearly 
1.4 million HAMP trial modifications to borrowers of GSE and non-GSE 
loans, and roughly 1 . 1 million of these had begun HAMP trial 
modifications.® Of the trial modifications begun, about 0.8 million were in 
active trial modifications, fewer than 0.2 million were in active permanent 
modifications, and the remaining had been canceled. As shown in. figure 3, 
the number of trial modifications started generally increased until October 
2009 but then decreased. In part, the decrease in new trial modifications 
may be the result of a shift in focus on the part of Treasury and the 
servicers from starting new modifications to making existing trial 
modifications permanent. In July 2009, Treasury announced a goal of 
500,000 trial modifications started by November 1, 2009. In November, 
however, Treasury announced a campaign to increase the number of 
conversions to permanent modifications. Although the first trial 
modifications started nearly a year ago, servicers are completing 
permanent modifications at a rate slower than Treasury expected, with 32 
percent of loans that have been in trial for 3 months or more approved for 


’Roughly 43 percent of borrowers who were either in trial or permanent modifications as of 
February 17, 2010, had non-GSE loans and tiierefore fell imder the TARP-funded portion of 
HAMP. 
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conversion. Servicers we spoke with cited several challenges in making 
trial modiiications permanent, including obtaining aU the required 
documentation and borrowers who missed trial period payments. 


Figure 3: GSE and non-GSE HAMP Trial and Permanent Modifications Made Each Month 

Modifications in thousands 


Treasury announces goal ol Start of Treasury's 

500,000 trials by November 1. 2009 Conversion Campaign 



Source: Cumulauva liguras lakarv Ifom January 2010HAMP Sarvioar Parlormanca Report, iwithty llguraa are GAO caleulated ualng 
cumulativa figures. 


To date, Treasury has reported limited information on the number of 
borrowers who have been denied trial modifications under HAMP. The 10 
HAMP servicers that we spoke with reported a wide range of denial rates. 
The reasons for denying trial modifications varied by servicer — for 
example, one servicer reported high proportions of investors prohibiting 
HAMP modifications and another servicer reported insufficient or 
excessive borrower income as the most common reasons for denial. 


Additionally, Treasury has provided limited data on the performance of 
HAMP modiiications, both trial and permanent. According to program 
administrators, servicers are not required to report trial period payments 
on a monthly basis, and these payments may not be reported until the trial 
modification becomes official. Thus, it is difficult to determine the number 
of borrowers in trial modifications who may be delinquent in their trial 
payments. Umited information is available on the performance of 
permanent modifications because few trials have become permanent. 
According to Treasury, through the end of February 2010, 1,473 of the 
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170,207 permanent modifications made had defaulted, and 26 had paid off 
their loans. 

HAMP payments are contingent upon trial modifications becoming 
permanent, and given the small number of permanent modifications to 
date, Treasury has made relatively few incentive payments to investors, 
servicers, and borrowers. According to Treasury, through the end of 
February 2010, a total of $58 million had been disbursed to servicers and 
investors. Roughly 78 percent of these payments went to servicers and 22 
percent to investors. As of March 1, 2010, no incentive payments had been 
made on borrowers’ behalf because no borrowers had reached the first 
anniversary of their trial modification, as the program requires before 
making the incentive payment 

Overall, non-GSE borrowers participating in HAMP had their mortgage 
interest rates on their loans reduced by approximately 5.5 percentage 
points (from 7.5 percent to 2.0 percent on average) and for nearly half of 
these borrowers had seen their loan terms extended to 40 years (an 
increase of 13 years beyond the original remaining term of the loan). To 
show the payments that Treasury might make for a typical modification, 
we developed an example of first-lien cost-sharing and incentive payments 
based on median loan and borrower characteristics of non-GSE borrowers 
entering trial modifications through February 17, 2010. For a borrower 
with a loan of about $222,000 who is paying 44 percent of his gross 
monthly income toward monthly housing payments, a HAMP modification 
would reduce the monthly housing payment by $520, from $1,760 to 
$1,240. Excluding the Home Price Decline Protection (HPDP) incentive, 
over 5 years Treasury would pay an investor $9,900 for the difference in 
mortgage payments and other incentives.® A servicer would receive $4,600, 
and a borrower $5,000. In total, the borrower would receive $36,200 in the 
form of reduced payments and incentives. Appendix II elaborates on this 
example. 


‘Tlie HPDP initiative provides investors with additional incentives for HAMP modifications 
of loans on properties located in areas where home prices have recently declined and 
where investors are concerned that price declines may persist. Depending on the location 
of the home and when the trial modification started, investors may ^so be eligible to 
receive up to $16,2(K) in HPDP incentives. 
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Further Actions 
Needed by Treasury 
to Improve HAMP’s 
Transparency and 
Accountability 


In our July 2009 report on FIAMP, we noted that Treasury’s projection that 
3 to 4 million borrowers could be offered loan modifications was based on 
several uncertain assumptions and might be overly optimistic. Specifically, 
we reported that some of the key assumptions and calculations regarding 
the number of borrowers whose loans would be successfully modified 
under HAMP using TARP funds were necessarily based on limited analyses 
and data. According to Treasury, projections for the number of non-GSE 
borrowers who will participate in HAMP are updated quarterly through the 
revised allocation of TARP funds for HAMP servicers. Nonetheless, 
according to Treasury’s Web site, Treasury continues to expect that HAMP 
will offer reduced monthly payments to up to 3 to 4 million borrowers. 


We also reported that while HAMP is the cornerstone effort under TARP to 
meet the act’s goals of preserving homeownership and protecting home 
values, a number of HAMP programs remained largely undefined. Since 
that time, additional details of the HPDP incentives, second-lien 
modification program, and foreclosure alternatives program have been 
announced, but the number of homeowners who can be helped under 
these programs remains unclear. In July, we noted that Treasury had not 
estimated the number of additional modifications that would be made as a 
result of HPDP incentive payments, even though the potential exists for 
the incentive payments to use up to $10 billion in TARP funds. To date, 
Treasury has not prepared any such estimate. In addition, while Treasury 
has attempted to improve the targeting of these incentive payments by 
incorporating the size of the unpaid principal balance and the loan-to- 
value ratio in the payment calculations, HPDP incentives continue to be 
available for loans that would have passed the NPV test without them. 
Similarly, although the second-lien and foreclosure alternatives programs 
were included in the March 2009 program guidelines, no funds have yet 
been disbursed under either of these programs to date. According to 
Treasury, as of March 1— over a year after the first announcement of 
HAMP— details of the second-lien program had not yet been finalized, and 
only two servicers had signed an agreement to participate in the program. 

Finally, we reported in July that Treasury had not finalized a 
comprehensive system of internal control for HAMP. We noted that 
important parts of a comprehensive system of internal control include, 
among other things, implementing a system for determining compliance, 
having sufficient numbers of staffing with the right skills, and establishing 
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and reviewing performance measures and indicators. ’ According to 
Treasury, it was working with its financial agents to implement such a 
system and we continue to assess Treasury’s efforts in this area.* While the 
Chief of the Homeowneiship Preservation Office (HPO) — the office within 
Treasury that is responsible for administering HAMP — consulted with staff 
and reduced staffing levels from 36 to 29 full-time positions, Treasury has 
not yet formally assessed whether HPO has staff with the skills needed to 
govern the program effectively. In addition, Treasury has not yet finalized 
remedies, or penalites, for servicers who are not in compliance with 
HAMP guidelines. According to Treasury, these remedies will be complete 
in April 2010 and a HAMP compliance committee has been established to 
review issues related to servicers’ compliance with program guidelines 
and to enforce appropriate remedies. Furthermore, while Treasury has put 
in place some performance metrics for HAMP, it has not developed 
benchmarks, or goals, to measure these metrics ag^nst, limiting its ability 
to determine the success of the program. We continue to assess Treasury’s 
efforts to establish a comprehensive system of internal control as part of 
our ongoing oversight of the implementation of TARP and our annual audit 
of TARP’s financial statements. Appendix 10 provides more detail on the 
recommendations we made in July and Treasury’s responses to them. 


Servicers Reported 
Facing Challenges in 
Implementing HAMP, 
and Program 
Implementation Was 
Sometimes 
Inconsistent 


The servicers we interviewed told us that a m^or challenge they faced in 
implementing the HAMP first-lien modification program was the number 
of changes to the program. Each major program change often required 
servicers to a<^}ust their business practices, update their systems, and 
retrain their servicing staff. An example of a significant program change 
that servicers brought to our attention was Treasury’s recent requirement 
that borrowers fully document their income before they can be evaluated 
for a trial modification. According to servicers we contacted, Treasury told 
servicers in July 2009 that it was a “best practice” to use stated income 
information to evaluate borrowers for trial modifications in order to offer 
modifications more quickly. As a result, some servicers that had been 
requiring fully documented income before offering a trial modification 
switched to using stated income, a change that involved gQtering business 
processes, including updating company policies and retraining employees. 


'GAO, Standards for Internal Control in the Federal Government, GAO/AIMD-00-2!.3.1 
(Washington, D.C.: November 1999). 

^Fannie Mae and Freddie Mac are Hnancial agents for the non-GSE portion of HAMP, with 
Fannie Mae as the program administrator, and Freddie Mac as the compliance agent. 
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However, as Treasury becmne concerned about the number of trial 
modifications that were not converting to permanent modifications due to 
difficulty obtaining income documentation from borrowers after the trial 
period began, Treasury subsequently reversed the policy. In January 2010, 
Treasury announced that effective June 1, 2010, servicers would be 
required to evaluate borrowers for trial modifications based on fully 
documented income. Servicers that switched to or had been using stated 
income will again have to alter their processes and policies to meet the 
new standards. 

Servicers also told us that the instability of Treasury’s NPV model 
presented another implementation challenge. Although the NPV test is a 
key element in evaluating borrowers for HAMP, servicers told us that they 
experienced problems accessing and using the NPV model on Treasury’s 
Web portal. According to Treasury, servicers were allowed to use their 
own NPV models until September 1, but some servicers told us that the 
lack of a Treasury model made it difficult for them to begin offering trial 
modifications. One servicer told us that in the first few months of the 
program, it was otherwise ready to start making trial modifications but it 
was unable to effectively use Treasury’s Web-based NPV model. As a 
result, it had to keep borrower applications on hold for several months. 

In addition, althou^ one of HAMP’s goals is to create clear, consistent, 
and uniform guidance for loan modifications across the industry, we found 
inconsistencies and wide variations among the HAMP servicers that we 
contacted with respect to communication with borrowers about HAMP, 
the criteria used to evaluate borrowers for imminent default, and the 
tracking of HAMP complaints. 

• Communications with borrowers - Although Treasury guidelines state 
that servicers must provide borrowers with information designed to help 
them understand the modification process and must respond to HAMP 
inquiries in a timely and appropriate manner, the HAMP servicers we 
contacted differed widely in the timeliness and content of their initial 
communications with borrowers about HAMP. For example, while some 
servicers contacted borrowers about HAMP as soon as payment was 30 
days delinquent, other servicers did not inform borrowers about HAMP 
until payments were at least 60 days delinquent. Treasuiy has not 
developed standards to evaluate servicers’ performance in communicating 
with borrowers or penalties for servicers that do not meet Treasury’s 
requirements. 
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We reviewed the Web sites of the 20 HAMP servicers with the largest 
program allocations and found that 3 did not provide any information 
about HAMP and that 3 others had posted inaccurate information about 
the program. The inaccurju^ies included statements implying that the 
program had not yet started and that only loans owned by Fannie Mae or 
Freddie Mac were eligible for HAMP. After we notified Treasury of these 
issues, two of the servicers updated their Web sites to include accurate 
program infoimation. However, one continued to contain inaccurate 
information, and three continued to have minimal information about the 
program, but, according to Treasury, the level of information cannot be 
mandated. 

Criteria for inuninent default - According to HAMP guidelines, 
borrowers in danger of imminently defaulting on their mortgages may be 
eligible for HAMP modifications. Although Treasury’s goal is to create 
uniform guidance for loan modifications across the industry, Treasury has 
not provided specific guidance on how to evaluate non-GSE borrowers for 
imminent default, leading to inconsistent practices among servicers. 
Among the 10 servicers we contacted, there were 7 different sets of 
criteria for determining inuninent default. While some servicers do not 
impose any requirements beyond the basic HAMP eligibility criteria, others 
do. For example, four servicers aligned their imminent default criteria for 
their non-GSE portfolios with the imminent default criteria that the GSEs 
required for their loans prior to March 1, 2010. These criteria required 
borrowers to have cash reserves equal to less than 3 months’ worth of 
monthly housing payments and a ratio of disposable net income to 
monthly housing payments (debt coverage ratio) of less than 1.20. One 
servicer had begun using the new GSE criteria for its non-GSE loans, 
which impose a maximum cash reserves limit of $25,000 and have no debt 
coverage ratio requirement, for its non-GSE loans.^ In addition, four 
servicers implemented additional criteria for imminent default: 

• including a sliding scale for the borrower’s front-end debt-to-income 
ratio (e.g., borrowers in the highest income category had to have a 
front-end debt-to-income ratio of at least 40 percent); 

• an increase in expenses or decrease in income that is more than a 
certain percentage of income; 


new GSE imminent default criteria also requires the use of an Imminent Default 
Indicator™, a statistical model that predicts the likelihood of default or serious 
delinquency for mortgage loans that are less than 60 days delinquent. However, this 
indicator is not available for non-GSE loans. 
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• a ratio of the remaining loan balance to the current house value that is 
above a certain percentage; and 

• a “hardship” situation lasting more thmi 12 months. 

As a result of the differences in criteria used to assess imminent default, 
borrowers with the same financial situation and loan terms could be 
approved for a HAMP loan modification by one servicer and denied by 
another. 

Tracking of HAMP complaints - While Treasury has directed HAMP 
servicers to have procedures and systems in place to respond to HAMP 
inquiries and complaints and to ensure fair and timely resolutions, some 
servicers are not systematically tracking HAMP complaints or their 
resolutions. For example, according to Treasury a compliance review 
conducted by Freddie Mac in fall 2009 cited a servicer for not tracking, 
monitoring, or reporting HAMP-specific complaints. In the absence oi an 
effective tiacking system, the compliance agent could not determine 
whether the complaints had been resolved. Similarly, several of the 
servicers we interviewed indicated that they tracked resolutions only to 
certain types of complaints. For example, severe servicers told us that 
they tracked only written HAMP complaints and that they handled these 
written complaints differently depending on the addressee. In one case, 
letters that were addressed to the president of the company were directed 
to an “escalation team” that tracked the resolution of the complaint, and 
required weekly updates to the borrower until the complaint was resolved. 
In comparison, complaint letters that were not addressed to a company 
executive were routed through a business unit without specific response 
time requirements. 

We have shared our preliminary observations about inconsistencies in 
servicers’ implementation of HAMP with Treasury so that these 
inconsistencies can be addressed in a timely manner. As we continue our 
work evaluating servicers’ implementation of the program, we plan to 
develop specific recommendations for Treasury as they are needed ^uld 
appropriate to ensure that HAMP borrowers are treated consistently. 


HAMP Faces 
Additional Challenges 
Going Forward 


While HAMP has offered some relief to over a million borrowers struggling 
to make their mortg<^e payments, the program may face several additional 
challenges going forward. These include problems converting trial to 
permanent modifications, the growing issue of negative equity, redefaults 
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among borrowers with modifications, cUid program stability and 
management 

• Conversions - Treasury has taken some steps to address the challenge of 
converting trial modifications to permanent modifications, but 
conversions may continue to be an issue. During December 2009 and 
January 2010, Treasury held a HAMP Conversion Campaign to help 
borrowers who were in HAMP trial modifications convert to permanent 
modifications. This effort included a temporary review period lasting 
through January 31, which did not allow canceling trial modifications for 
any reason other than failure to meet HAMP property requirements and a 
requirement that the eight largest servicers submit conversion action 
plans. Since the announcement of the Conversion Campaign, the number 
of new conversions each month has increased from roughly 26,000 in 
November to roughly 35,000 in December and nearly 50,000 in January. 
However, as noted above, relatively few trial modifications have been 
made permanent. 

• Negative Equity - As we reported in July 2009, HAMP may not address 
the growing number of foreclosures among borrowers with negative equity 
in their homes (so-called “underwater” borrowers). While HAMP’s 
overriding policy objective is to make mortgages more affordable for 
struggling homeowners, factois otlier than affordability may influence a 
borrower’s decision to default, including the degree to which the borrower 
is underwater. As we reported in July, many states with high foreclosure 
rates also have high proportions of mortgages with negative equity. To 
help address this issue, in February 2010 Treasury announced the Housing 
Finance Agency Innovation F\md for the Hardest-Hit Housing Markets 
program, which will allocate $1.5 billion in HAMP funds to five states that 
have suffered an average home price drop of at least 20 percent from the 
state's price peak, based on a seasonally adjusted home price index. 
However, the details of this program and the extent to which it will be able 
to address defaults and foreclosures among this group of borrowers still 
remain to be seen. 

■ RedefauLts - Some borrowers who receive a permanent HAMP 

modification are likely to redefault on their modified mortgages. Because 
few permanent modifications have been made to date, the redefault rate 
for HAMP remains to be seen, but HAMP alone may not address the needs 
of all borrowers. In particular, while HAMP lowers borrowers’ monthly 


‘'’GACM)9^7. 
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first-lien payments to 31 percent of their gross monthly income, some 
borrowers may have high amounts of other debt, such as monthly 
payments on second mortgages or cars. These borrowers may have 
difficulty making even modified payments. In our July report, we noted 
that while Treasury requires borrowers with high levels of total debt to 
agree to obtained counseling, Treasury was not tracking whether 
borrowers obtain this counseling. We therefore recommended that 
Treasury consider methods of monitoring whether or not borrowers were 
obtaining the required counseling. Treasury officials told us that they 
considered methods of monitoring compliance but concluded that the 
processes would be too burdensome. As a result, it remains difficult to 
determine whether this program feature is likely to meet its purpose of 
reducing redefaults among high debt-burdened borrowers. We continue to 
believe that Treasury should seek cost-efficient methods to assess the 
extent to which the counseling requirement is reducing redefaults. 
Furthermore, the second-lien progrmn, which could help reduce 
borrowers’ total debt, has yet to be fully specified mid, to date, only two 
servicers have signed up for this program. 

• Program Stability and Management - HAMP continues to undergo 
significant program changes, including the recently announced shift to 
upfront income verification and the implementation of the second-lien 
modification program, the foreclosure alternatives program, and the 
Hardest-Hit Housing Markets program. Treasury will be challenged to 
successfully implement these programs while also continuing to put in 
place the controls and resources needed to continue the first-lien 
modification program. 

Given the magnitude of the investment of public funds in HAMP and the 
fact that the program represents direct outlays of taxpayer dollars rather 
than investments that may yield a return (as in other TARP programs), it is 
imperative that Treasury continue to improve HAMP’s transparency and 
accountability. As we have noted, HAMP is Treasury’s cornerstone effort 
under TARP to meet the act’s purposes of preserving homeownership and 
protecting home values. As the number of delinquent loans and 
foreclosures continues to climb and home values continue to fall in many 
areas of the country, Treasury will need to ensure that borrowers receive 
consistent access to and treatment ft'om servicers. Treasury also needs to 
make sure that it has the information, controls, ^d resources to 
successfully implement a stiU-developing program. We will continue to 
evaluate the implementation of HAMP as part of our ongoing oversight of 
the activities and performance of TARP. 
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Mr. Chairman and Members of the Committee, I appreciate this 
opportunity to discuss th^ critically important program and would be 
happy to ariswer any questions that you may have. Thank you. 


Contact 


For further information on this testimony, please contact Richard J. 
Hillman at ( 202 ) 512-8678 or hillmanr@gao.gov, Thomas J. McCool at (202) 
512-2642 or mccoolt@gao.gov, or Mathew J. Scire at (202) 512-8678 or 
scireny@gao.gov. Contact points for our Offices of Congressional 
Relations and Public Affairs may be found on the last page of this 
statement GAO staff who m^e major contributions to this statement are 
listed in appendix IV. 
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Appendix I: Examples of Other Foreclosure 
Prevention Programs 


institution 

Program or effort 

Selected program characteristics 

GSEs (Fannie Mae and 
Freddie Mac) 

Home Affordable Refinance 
Program 


Borrowers with loans owned or guaranteed by Fannie Mae or 

Freddie Mac can refinance into a fixed rate loan at the current 
market rate 

Eligible borrowers are current on their loans, the owner occupant of 
a one- to four-unit property, and have a loan-to-value ratio (LTV) of 
less than 125 percent 

Between February 2009 and February 201 0, over 1 90,000 
borrowers were refinanced through HARP 

Federal Housing 
Administration (FHA) 

Hope for Homeowners 


Borrowers can refinance into an affordable loan insured by FHA 
Eligible borrowers are those who, among other factors, have a 
monthly mortgage debt-to-income ratio above 31 percent 

Servicers provided incentive payments; lenders required to write 
down the existing mortgage amount depending on the borrower’s 
monthly mortgage debt-to-income ratio and total household debt. 
Borrowers must agree to share the equity created at the beginning 
of their new Hope for Homeowners mortgage 

Between October 2008 and January 201 0, 96 loans were refinanced 
under Hope (or Homeowners 

Federal Deposit insurance 
Corporation 

IndyMac Loan Modification 
Program 


Eligible borrowers can get monthly mortgage payments reduced to 

31 percent of gross monthly Income. 

Private-sector financial 
institutions 

Private-sector foreclosure 
prevention programs 


Prograrris vary, but include modification programs aimed at reducing 
monthly payments. 

For example, one bank has a program to modify pay option 


adjustable rate mortgages. Another bank modifies loans to decrease 
monthly payments to between 31 and 40 percent of the borrower's 
monthly gross income. 


Seiirc«r PuDiidy availabM infermstionfrom*9»ne>es«nciorganizanens nsrefl abovs. 
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Appendix II: Example of Treasury Payments 
for a Topical Modification over 5 Years 



Monthly loan payment 

Debt to 

Income ratio 

Loan to 
value ratio 

Term 

(months) 

Interest 
rate (fixed) 

Total unpaid 
balance 

Notes 

Loan origination .. 


1 

$1,760 




360 


7.5% 

$222,000 

House value ol $246,667. 

Two years later ^ 
(borrower 60 « 

days delinquent) ^ 



$1,760 


44% 

114% 

336 

H 

7,5% 

$225,194 

House value decreases 20%. 

Loan ^ 

modification 



81,240 


^9 

114% 


E ^ 

$225,194 

Reduction in payment of 30%. 


/ i ^ J 


monthly 



: Incentive recipienla 1 

payment reduction 



Investor 

Servicer 

Botrowei 

Investor forgoes $380) 

.UNMfaury 

, Payme.il tof MontH^Teduct'on {from 36% 10 31%) '■ 

$8,400 



^pii^ents 

ServTcef 


$1,000 




Cuireil BorrowerSlIjiius 

. 1,600 

500 




Pay tor .^rtormnnjfj^uccess {S1,OC0>Vf for-S yis). 



Ss.non 



Puy to* Success i|S5bOQ,'Vf lor Syrs) 


3.000 




Home Pfk-.B Oeofitj^^TotaclIon (HPDP) 






Total 

$9,900* 

$4,500 

3S^ 


Treasury Payments on Behall o( Borrower lor Monthly Payment Reduction 8,400 


iftvesicr Paymems on Behall ol Borrower lor Monthly Payment Reduction 22,600 


‘Investors may also be eligible to receive HPDP incentive payments depending on where the property 
is located. For this example, if the trial modificalion were started in September 2008, investors may 
be eligible for HPDP incentives that range from SO to S1 S,200. If the trial started during October, 
November, and December 2009. the amounts could range from $0 to $10,SOO. If the trial started 
during the first 3 months of 2010, the incentive payment could be as much as $5,B80. 
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Appendix III: Treasury’s Actions in Response 
to GAO’s July 2009 HAMP Recommendations 


GAO recommendation 

Treasury actions to date 

Consider methods of monitoring whether borrowers with 
total household debt of more than 55 percent of their 
income who have been told that they must obtain HUD- 
approved housing counseling do so, and assessing how 
this counseling affects the performance of modified loans 
to see if the requirement is having its intended effect of 
limiting redefaults. 

• According to Treasury, it considered options for monitoring what 
proportion of borrowers is obtaining counseling, but determined that it 
would be too burdensome to implement. 

• Trea^ry does not plan to assess the effectiveness of counseling in 
limiting redefaults because it believes that the benefits of counseling 
on the performance of loan modifications is well documented and the 
assessment of the benefits to HAMP borrowers is not needed. 

Reevaluate the basis and design of the HPDP program to 
ensure that HAMP funds are being used efficiently to 
maximize the number of borrowers who are helped under 
HAMP and to maximize overall benefits of utilizing 

• On July 31, 2009, Treasury announced detailed guidance on HPDP 
that induded changes to the program’s design that, according to 
Treasury, improve the targeting of incentive payments to mortgages 
that are at greater risk because of home price declines. 

taxpayer dollars. 

• Treasury does not plan to limit HPDP incentives to modifications that 
would otherwise not be made without the incentives, due to concerns 
about potential manipulation of inputs by servicers to maximize 
incentive payments and the additional burden of re-running the NPV 
test for many loans. 

Institute a system to routinely review and update key 
assumptions and projections about the housing market 
and the behavior of mortgage-holders, borrowers, and 
servicers that underlie Treasury’s projection of the 
number of borrowers whose loans are likely to be 
modified under HAMP and revise the projection as 
necessary in order to assess the program's effectiveness 
and structure. 

• According to Treasury, on a quarterly basis it is updating its 
projections on the number of non-GSE first-lien modifications 
expected when it revises the amount of TARP funds allocated to each 
servicer under HAMP. 

• Treasury is gathering data on servicer performance in HAMP and 
housing market conditions In order to improve and build upon the 
assumptions underlying its projections about mortgage market 
behavior. 

Place a high priority on fully staffing vacant positions in 
the Homeownership Preservation Office (HPO)— 
including filling the position of Chief Homeownership 
Preservation Officer with a permanent placement — and 
evaluate HPO’s staffing levels and competencies to 
determine whether they are sufficient and appropriate to 
effectively fulfill its HAMP governance responsibilities. 

• A permanent Chief Homeownership Preservation Officer was hired on 
November 9, 2009. 

• According to Tr^sury, staffing levels for HPO have been revised from 
36 full-time equivalent positions to 29. 

• According to Treasury, as of March 2010, HPO had filled 27 of the 
total of 29 full-tjme positions. 

Expeditiously finalize a comprehensive system of internal 
control over HAMP, including policies, procedures, and 
guidance for program activities, to ensure that the 
interests of both the government and taxpayer are 
protected and that the program objectives and 
requirements are being met once loan modifications and 
incentive payments begin. 

• According to Treasury, it will work with Fannie Mae and Freddie Mac 
to build and refine the internal controls within these financial agents' 
operations as new program components are Implemented. 

« Treasury expects to finalize a list of remedies for servicers not In 
compliance with HAMP guidelines by April 2010, 

Expeditiously develop a means of systematically 
assessing servicers’ capacity to meet program 
requirements during program admission so that Treasury 
can understand and address any risks associated with 
individual servicers’ abilities to fulfill program 
requirements, including those related to data reporting 
and collection. 

« According to Treasury, a servicer self-evaluation form, which provides 
intormation on the servicer's capacity to implement HAMP, has been 
implemented beginning with servicers who started signing Servicer 
Participation Agreements in December 2009. 


Source; GAO End amly^ of Treasury iiriormaHon. 
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Appendix IV: GAO Contacts and Staff 
Acknowledgments 


GAO Contacts 


Mathew J. Scire (202) 512-8678 or scireroj@gao.gov 
Thomas J. McCool (202) 512-2642 or mccoolt@gao.gov 
Richard J. Hillmsm (202) 512-8678 or hillraanr@gao.gov 


Ox .pj? In addition to the contacts named above, Lynda Downing, Harry Medina, 

John Karikari (Lead Assistant Directors); and Tania Calhoun, Emily 
AcknOWlGdgmentS Chalmers, Heather Latta, Rachel DeMarcos, Karine McClosky, Marc 

Molino, Mary Osomo, Winnie Tsen, and Jim Vitarello made important 
contributions to this testimony. 
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GAO’s Mission 

■ 

The Government Accountability Office, the audit, evaluation, and 
investigative arm of Congress, exists to support Congress in meeting its 
constitutional responsibilities and to help improve the performance and 
accountability of the federal government for the American people. GAO 
examines the use of public funds; evaluates federal programs and policies; 
and provides analyses, recommendations, and other assistance to help 
Congress make informed oversight, policy, and funding decisions. GAO’s 
commitment to good government is reflected in its core values of 
accountability, integrity, and reliability. 

Obtaining Copies of 
GAO Reports and 
Testimony 

The fastest and easiest way to obtain copies of GAO documente at no cost 
is through GAO’s Web site (www.gao.gov). Each weekday afternoon, GAO 
posts on its Web site newly released reports, testimony, and 
correspondence. To have GAO e-mail you a list of newly posted products, 
go to www.gao.gov and select “E-mail Updates.” 

Order by Phone 

The price of each GAO pid)lication reflects GAO’s actual cost of 
production and distribution and depends on the number of pages in the 
publication and whether the publication is printed in color or black and 
white. Pricing and ordering information is posted on GAO’s Web site, 
http:/Avww.gao.gov/ordering.htm. 


Place orders by calling (202) 512-6000, toll free (866) SOi-7077, or 

TDD (202) 512-2537. 


Orders may be paid for using American Express, Discover Card, 
MasterCard, Visa, check, or money order. Call for additional information. 

To Report Fraud, 
Waste, and Abuse in 
Federal Programs 

Contact: 

Web site: www.gao.gov/fraudnet/fraudnet.htm 

E-mail: fraudnet@gao.gov 

Automated answering system: (800) 424-5454 or (202) 612-7470 

Congressional 

Relations 

Ralph Dawn, Managing Director, dawTu-@gao.gov, (202) 512-4400 

U.S. Government Accountability Office, 441 G Street NW, Room 7125 
Washington, DC 20548 

Public Affairs 

Chuck Young, Mam^ng Director, youngcl@gao.gov, (202) 512-4800 

U.S. Government Accountability Office, 441 G Street NW, Room 7149 
Washington, DC 20548 
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Introduction 


Chairman Towns, Ranking Member Issa, thank you for permitting the Association of Mortgage Investors 
(AMI) to submit the following written statement for the committee hearing record. 

The Association of Mortgage Investors (AMI) commends you and the other members of the full 
Committee for your leadership in pursuing responsible and effective oversight, your vigilance in helping 
to keep Americans in their homes, and your tenacity in the development of effective tools against the 
foreclosure crisis. Since the AMTs formation as the primary trade association representing investors in 
mortgage-backed securities, including university endowments and pension funds, it has been developing a 
set of policy priorities that we believe can contribute to achieving this goal. The AMI was founded to 
play a primary role in the analysis, development, and implementation of mortgage and housing policy to 
help keep homeowners in their homes and provide a sound framework that promotes continued home 
purchasing. 

Mortgage investors share your frustration with the slow pace of efforts to provide homeowners and the 
entire housing market with meaningful and permanent relief. We are hopeful that substantial solutions 
can be implemented more quickly, and we believe that our interests are aligned with homeowners. The 
Association of Mortgage Investors supports initiatives designed to help homeowners get out of bad 
mortgages and into sound mortgages that will allow them to stay in their homes and build equity at the 
same time. 


The Role of Mortgage Investors in the Marketplace 

It is important to note that mortgage finance has been instrumental in reducing hqiising costs and helping 
citizens achieve the American dream of homeownership. In the 1970s, the mortgage finance industry was 
in its infancy. In fact, at the time the market consisted solely of two products - those backed by Ginnie 
Mae and Freddie Mac, The advent of the mortgage-backed securities market resulted in de-regionalizing 
or nationalizing real estate investment risk, increasing liquidity to mortgage originators, and lowering 
barriers to home ownership. Securitization was a key factor in improving regional real estate markets. 
New York State is a case in point. In the 1970s, most New York depositories were flush with cash but 
had a hard interest rate limit on mortgages. The result was a flow of California mortgages to New York 
and a flow of dollars to California. New York was an unattractive and non-competitive local market. 

With securitization, the New York market became national and mortgage funds were more readily 
available. Since the 1970s, mortgage backed securities have increased lending levels, with even state 
housing agencies benefiting from the mortgage securities structuring techniques. 

Mortgage investors are aligned with both homeowners and the government in our shared goals of keeping 
Americans in their homes and rebuilding and maintaining a vibrant real estate market. In fact, the 
maintenance of a healthy securitization market is a vital source of access to private capital for mortgages 
as well industries such as autos and credit cards. Moreover, an efficient securitization market provides 
more and cheaper capital to originators, which allows them to issue more loans to additional borrowers. 
The use of mortgage-backed securities equitably distributes risk in the mortgage finance industry, and 
prevents a build-up in a specific geographic region or a specific type of underlying asset. These features, 
and many others, are those of a market which makes access to capital cheaper and thus spurs more 
mortgage lending. 
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Today’s mortgage market consists of approximately $1 1 trillion in outstanding mortgages. Of that $1 1 
trillion, $5.4 trillion are held on the books of the GSEs as agency mortgage-backed securities (issued by 
one of the agencies) or in whole loan form. Another $3.6 trillion are on the bank balance sheets as whole 
loans or securities in their portfolios, of which $1.1 trillion are second liens (home equity loans/lines of 
credit or closed end second mortgages). Of the $1-1 trillion outstanding second mortgages, only 3.7% of 
the total (or $41 billion) is held by private investors in securitized form. The remaining $1.5 trillion in 
first lien mortgages reside in private label mortgage-backed securities. 

Those “private label” (non-Federal agency) securities are put together by investment banks that pool the 
mortgages into a trust. That trust is built around a document called a Pooling and Servicing Agreement. 
This provides investors the rights and protections relating to the mortgages that make up the securitization 
and the terms and duties that are owed to the investors by the trustee of the security and the servicer of the 
individual mortgages. Within this Agreement, there are numerous representations and warranties 
regarding the quality of the mortgages that are included in the trust and the lending practices that were 
followed in the mortgage origination process. It is important to note that, historically, investment in these 
mortgage products has been attractive, in part, because they are governed by binding contracts that lend to 
the stability and predictability that investors desire. Like any purchaser, investors expected the sellers of 
mortgage securities (which were often large banks) to stand behind their promises. Unfortunately, this 
critical component of the mortgage securities market has broken down. 

With a restored, vital and healthy securities market, we will be able to attract more private capital into 
mortgage investments and, in turn, provide more affordable mortgages for potential home buyers. 


HAMP as a Long-Term Solution to Prevent Foreclosures 

While the Administration’s HAMP was delayed in implementation and the number of permanent 
modifications does not appear to be on track to meet its stated goals, we wish to emphasize several 
specific issues that impacted the goals of the Administration, Congress and distressed homeowners. 

HAMP offers a potential solution to the looming foreclosure threat facing 1 .4 million distressed 
homeowners. It will only be an effective and sustainable program if the permanent modifications do not 
again default. The recent program numbers show a modest growth in the program’s permanent 
modifications, now exceeding 340,000 permanent modifications, as well as reducing payments by 14% or 
$5 1 4 per month. Yet despite this progress, recent studies suggest that the threat of re-default under 
HAMP is very real, especially within a one-year time frame.' Further, it may threaten to undermine the 
long-term success and effectiveness of the program. Accordingly, AMI emphasizes that any program 
must account for affordability {i.e., the borrower’s ability to pay) and negative home equity. When 
properly structured, the program can offer the solution that is sought by policy-makers and homeowners. 

The ability of a responsible borrower to pay a subsequently modified mortgage is critical for the success 
of any relief program. For AMI, one of the most concerning aspects of the Administration’s current 
relief efforts is using reliable criteria for applicants who are likely to succeed in the program. One key 
criterion is the debt-to-income (DTI) calculations used in assessing a borrower’s modification program 
application. Several critics contend that the DTI calculations do not adequately factor in the borrower’s 
non-mortgage debts to the payment calculation (e.g., auto loans, credit cards, etc.). This approach lacks 


^ James R. Hagetty, High Defau/i Ra/e Seen/or Alwli^ed Mor^/^s,^.\l.LSTlU\KV ]O i:rua\. (June 16, 2010) (citing 
Fitch Ratings, Ltd. Research data). 
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the holistic view needed to ensure that a borrower an actual ability to pay a modified mortgage, and 
again is likely to lead to a re-default in the near future. 

Bank Servicers and the Second Liens Issue 

The major impediment to the viability of the program is the volume of second mortgages or second liens 
outstanding and the uncertainty as to how those second liens will be handled under the program. 
Traditionally, there is no such uncertainty because first lien mortgage holders had a clear understanding of 
the priority of second liens. The second lien problem exists because many banks and their affiliated 
servicers offered additional forms of financing to consumers, such as home equity loans and other second 
mortgages. As indicated earlier, the vast majority remain on the balance sheets of our nation’s largest 
financial institutions and these second mortgages are a major financial burden for homeowners. 

In fact, the four banks that service approximately 40 percent of mortgages held roughly $419 billion of 
second liens on their balance sheets as of December 3 1 , 2009. Under temporary loan modification 
programs such as Making Home Affordable, banks are able to defer the recognition of losses on the 
second lien portfolios. In fact, the current HAMP program actually improves the cash flow available to 
the second mortgage at the expense of the first mortgage and defers the immediate loss that would be 
recognized in a foreclosure, short sale or short refinance. Although the largest institutions have now 
signed up for the 2MP second lien modification program under HAMP, that one year old program has yet 
to be implemented. 

In these negative equity scenarios, the second lien would receive no proceeds in a foreclosure action. On 
the other hand, the modification program allows this uncollateralized obligation to remain outstanding 
and on the books of the financial institution as a performing asset, even though the homeowner has no 
equity in their home. Our analysis of 44. 1 million first lien loans from a primary credit bureau database 
indicated that, of all second lien mortgages, only 3 percent are current with a corresponding first lien 
mortgage that is delinquent. 

Investors* Solutions to Foreclosure Crisis 

The AMI believes that any successful solution to the housing crisis must address two key components: 
affordability and negative equity. 

Negative equity and near negative equity mortgages account for nearly 28 percent of all residential 
properties nationwide. There are approximately 15 million borrowers who owe more than their homes are 
worth. About a third of those mortgages are already in default and potentially in need of assistance. The 
highest concentrations of these negative equity mortgages are in Nevada, Arizona, Florida and Michigan. 
Negative equity is not going away soon; the numbers suggest the contrary. In the last year, the number of 
“underwater” loans has remains around 24% (11.2 million). 

The nation’s foreclosure crisis must be solved by addressing both the problems of ‘' ability topav ” and 
“ willinsness to pay ”. The interests of homeowners and mortgage investors are completely aligned. A 
homeowner who cannot afford his mortgage and who owes more than his home is worth runs a very 
serious risk of losing the home through foreclosure. In order to provide relief to both homeowners facing 
possible foreclosure and the entire housing market, a program must be introduced that reduces principal to 
provide affordability and equity to homeowners that are underwater in their mortgage and in financial 
distress. 

To be successful, a loan modification or principal reduction program must be designed to ensure that the 
risk of default is minimized. The only way to effectively accomplish this is to reduce the homeowner’s 
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overall debt to ensure that their “debt-to-income” ratio is sustainable. This involves reducing mortgage 
balances on all liens on the property, first mortgage, and other subordinate liens. 

Furthermore, as provided in the Administration’s recently announced FHA short refinancing program, 
this involves a rigorous qualification process and underwriting that ensures that the homeowner has the 
best chance to make their payments and stay in their home. 

Mortgage investors maintain that any true relief must come fi'om significant principal forgiveness on first 
and second lien mortgage debt in connection with the refinancing of the overextended homeowner into a 
new, low interest rate mortgage. This is a position that we have communicated to key policymakers fi'om 
Capitol Hill, to the Departments of the Treasury and Housing and Urban Development, and with 
Community Housing Advocates, 

The solutions offered prior to Treasury’s past annoimcement failed to address the entire consumer debt 
burden, and overlooked entirely the impact of negative ^uity. While a loan modification involving 
principal forbearance, term extension or temporary rate reduction as provided in the original HAMP 
program may provide temporary relief, by not addressing negative equity homeowners would be trapped 
in a mortgage that cannot be refinanced and a house that cannot be sold. Further, for those who seek 
mobility to pursue new employment opportunities, they would no longer feel “trapped” by their mortgage 
and would be able to sell without enduring a life-altering loss on the sale. 

We further believe that as part of America’s long-term, sustainable housing solutions, any government 
relief programs, such as HAMP, must be designed upon realistic assumptions. For example, the 
programmatic design must include sound econometric modeling which accurately forecasts which 
responsible, distressed homeowners are not at a high risk of re-default. Unfortunately, after a HAMP 
modification, the average homeowner is still burdened with such a high level of debt that they will not 
qualify for FHA or HUD mortgage underwriting standards. Because these homeowners are destined to 
default given their non-mortgage debt load, it is not good federal housing policy to place struggling 
homeowners into such a dire position. The vast amount of available data concludes that they will 
eventually default. We support addressing these issues and finding a permanent solution for homeowners 
overburdened with non-mortgage debt loads. 

Administration *s Newest Proposal: Principal Reduction, FHA Short Refinance 

The Association of Mortgage Investors is supportive of the framework of the program announced earlier 
this year by the FHA to reduce principal through a refinancing program for homeowners who are 
“underwater” on their mortgage. This program, if properly implemented, can provide relief for qualifying 
homeowners and contribute to the housing market’s stabilization and the economy as a whole. However, 
that successful implementation cannot be presumed, because there are still numerous details that must still 
be determined by the Treasury and HUD/FHA that could either minimize or increase the execution risks 
of the entire program. We fear that these implementation logistics could easily be overlooked. 

As we have noted in our proposals for principal reduction over the last year, any effective market solution 
must involve all market participants. Everyone must share the burden. Solutions cannot be a windfall for 
certain stakeholders and terrible for others. The AMI agrees that taxpayer funds should not be used for 
principal writedowns. 
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In essence, the most recent Administration FHA refinancing proposal has focused on three primary 
principles: 

• First, the qualifying homeowner must be eligible for a HAMP modification and have a mortgage that 
is “underwater” (where the combined loan-to-value ratio is greater than 100 percent), 

• Second, the mortgage investor would agree to permanently reduce (forgive) principal necessary to get 
the homeowner’s mortgage to a 97.75 percent loan to value (LTV) ratio, therefore “restoring equity” 
at the same time the borrower is refinanced into a new agency-compliant fixed rate mortgage with an 
agency-compliant monthly payment. Furthermore, if the property has a second lien, the combined 
debt of the first and second liens cannot exceed 115 percent of loan to value ratio and also cannot 
exceed 31 percent of the homeowner’s debt-to-income (DTI) ratio. 

• This is a voluntary program. 

Mortgage investors have been willing to realize significant losses in existing RMBS investments to 
facilitate the refinancing of borrowers from distressed mortgages into newly originated fixed rate 
mortgages based on the current value of the property. In this proposal, the cost of reducing principal on 
primary mortgages held by investors would be home by the investor. 

Obstacles to Success of New Administration Proposals 

The Administration’s proposal is overly vague on how second and other subordinate liens will be treated 
under the program. For example, it is not clear whether the mortgage servicer can approve a reduction in 
the homeowner’s first lien only to have the holder of Ihe second lien, which is typically the parent 
company of the mortgage servicer, opt out of the program and thereby avoid any principal reduction. 

The problem with that scenario is threefold: 

• First, it will ultimately hurt the homeowner, because their total debt-to-income ratio will still be 
excessive and the risk of default will remain clear. 

• Second, it completely ignores the priority of liens and enriches the bank’s second lien position at the 
expense of the senior first lien position which is helped by investors who represent pension funds and 
foundations. This situation is not only negative for those investors now, but also as it relates to the 
future of the mortgage finance marketplace — because investors will be reluctant to invest in 
mortgages tvith uncertain rules that create additional risk. This risk will ultimately result in increased 
borrowing costs for future homebuyers. 

• Third, despite the intention of FHA’s refinance program as having a maximum benefit to 
homeowners and investors, we fear servicers will not implement this new program and will instead 
choose a modification that benefits their own interests and leaves the homeowner in a distressed 
financial position, likely to default in the future. 

The experiences in the HAMP program suggest that management of those conflicts is inadequate. 

Whether it is the reluctance to sign up and then implement the 2MP program or other aspects of the 
implementation of the current HAMP program, mortgage investors of first lien interests are very 
concerned that second lien holders will balk at participating in the new principal reduction programs. 

This will lead to their failure. Critics have suggested that principal reduction programs that provide relief 
to homeowners on the balances of their mortgage are unfair to other homeowners. While the issue of 
moral hazard is very real in these extraordinary times, we do believe that the Administration’s program 
begins to help manage this situation. The FHA refinancing program applies first to homeowners who are 


6 



634 


Association of Mortgage Investors (AM!) 

House Oversight and Government Reform 
June 2010 

current on their “underwater” mortgage. Therefore the issue of rewarding people who are not paying 
their mortgage is resolved. 

By engaging in an FHA refinancing, the homeowner will have to qualify for the new mortgage. This 
involves income verification and dealing with excessive debt issues. One of the best ways to deal with 
moral hazard is to ensure that the homeowner actually qualifies for the new mortgage and has a greater 
opportunity of staying current on the new mortgage. If policy makers believe that more needs to be done 
to deal with a “moral hazard” issue, mortgage investors would be happy to be a part of such dialogue. 


Conclusion 

Mortgage investors believe that the Administration’s program for principal reduction leading to an FHA 
refinancing is an important step forward. However, with the current lack of detail, investors are 
extremely worried that there are significant execution risks to the program that are similar to some of the 
experiences that we have seen in the current HAMP program. This program will need clear 
implerrientation instructions to servicers that participation is necessary and must take priority over other 
options that are in the servicer’s self interest, but harmful to homeowners and investors. Anything short 
of full participation will surely prevent the program from meeting its goals. If second or other 
subordinate liens are not active participants in a principal reduction program, the homeowner will remain 
saddled with excessive debt. Furthermore, by not respecting the priority of liens, rebuilding the mortgage 
market in the future will only be more difficult. 

Thank you for the opportunity to share my views and those of the Association of Mortgage Investors with 
the Committee. 

Please do not hesitate to use the AMI as a resource in your continued oversight concerning the many 
issues under review. We may be reached at 202-327-8100 or by email at katopis@the-ami.org. We 
welcome any questions that you might have. 
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My name is Elise Brown and I am the supervising attorney of the Foreclosure Prevention Project 
at MFY Legal Services, Inc. (MFY), a not-for-profit legal service in New York City. On behalf 
of MFY, I would like to thank Chairman Towns for the opportunity to submit our written 
testimony highlighting the failures of the Home Affordable Modification Program (“HAMP”). 
MFY has represented hundreds of homeowners facing foreclosure who seek HAMP 
modifications and possesses first-hand knowledge of the HAMP process from the homeowners’ 
perspective. 

The number of denials of modification requests under the HAMP is astounding and speaks 
volumes about the ultimate efficacy of the Program. Behind each number, behind each denial, is 
a homeowner, a person who is desperately trying to keep his family in their home and who 
sincerely believes that HAMP will help him with this effort. But through the shoddy 
implementation of HAMP by Treasury and its agents, the loan servicing companies’ pervasive 
disregard of HAMP’s guidelines, and the absence of any type of recourse to remedy deviations, 
far too many homeowners quickly learn that HAMP will not, in fact, help them. 

HAMP’s Numbers Show a Failed Program in Which Most Homes Are Lost 

Today’s hearing asks “are loan servicers honoring their commitment to help preserve 
homeownership?” The answer is a resounding “no.” The Obama Administration’s leading 
solution to America’s current foreclosure crisis - enactment of the HAMP - is an overwhelming 
failure, falling far short of its stated metric of success; helping up to 7 to 9 million families 
refinance or restructure their mortgages and avoid foreclosure.' Today, 15 months into the 
HAMP, a mere 340,000 homeowners have been granted permanent modifications, or Just 4 % of 
the intended number of beneficiaries.^ At that rate, it would take more than 25 years to assist 
those 7 to 9 million families. 

But the notion that 7 to 9 million families would ever be helped presupposes that the banks and 
servicers who administer HAMP actually intend to assist that number of homeowners to avoid 
foreclosure. So far the numbers show that this simply is not true. Since HAMP’s inception, 
more than 429,000 homeowners who began a “trial modification” were denied permanent 
modifications.' That is one-third more than the number of homeowners granted permanent 
modifications. While newspaper accounts euphemistically claim that these homeowners have 
“dropped out” of the Program, make no mistake, the banks and the servicers denied these 
homeowners the chance to obtain the permanent modifications they desperately sought. Notably 


‘ Home Affordable Modification Program Supplemental Directive (herein “HAMP SD”) 09-01. p. 1. 
^ Making Home Affordable Program - Servicer Performance Report through May 20 10 at p. 2. 

^ Id. 
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absent from these statistics are the number of homeowners whose requests for temporary 
modifications were denied and who are utterly ignored in the HAMP reports. We estimate that, 
for every one person granted a temporary modification, one person is denied even preliminary 
access to the Program. In addition to the 1.2 million people granted temporary modifications 
since the program’s inception,'* many more were denied HAMP’s benefits at the temporary 
modification stage. 

Do not expect these numbers to improve. In fact, we anticipate the number of denials of 
permanent modifications to increase while the number of those approved decreases. As shown 
in the chart below. May 2010 saw the first decrease in the number of permanent modifications 
granted. 

New Permenent Hodlftcattons 



In our experience - representing hundreds of homeowners in the foreclosure process - it takes on 
average 6 to 9 months for a servicer to convert a temporary modification to a permanent 
modification, two to three times longer than the HAMP-mandated three-month trial period.^ 

In addition, consolidation in the loan servicing industry is a distinct exacerbating circumstance 
creating significant delays in conversion. For example, MFY client Ms. F., a homeowner in 
Staten Island, NY, had a mortgage serviced by Wilshire Credit Corporation (Wilshire). Ms. F. 
was placed on a temporary HAMP modification in or about November 2009. Ms. F. made all her 
temporary modification payments to Wilshire and provided Wilshire with all the information and 
documentation to verify her income and convert her temporary modification to a permanent 
modification under the HAMP. As a result of a corporate acquisition, servicing of Ms. F.’s loan 
was transferred from Wilshire to BAC Home Loan Servicing (BAC) in March 2010, before the 
temporary modification was converted a permanent modification. BAC has obdurately refused 
to acknowledge Ms. F.’s compliance with the temporary modification and continues to send Ms. 


’ Id. 1 .2 million includes the number of permanent modifications (340,000), the number of active temporary 
modifications currently under review for a permanent modification (467,000) and the number of temporary 
modifications denied a permanent modifications (429,000). 

’ HAMP SD 09-01 , p. 1 7 (“The trial period is three months in duration”). 
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F. monthly statements requesting payments far in excess of the payments required by the 
temporary modification put into place by Wilshire. Despite MFY’s advocacy and Ms. F.’s good 
faith, transfer of servicing from Wilshire to BAC has placed Ms. F. back at square one of the 
HAMP process. 



Coufteay ofS/tekter M i a iripo»r, neMbtiasloB^aiJa»t2t,Z010 

As the above chart shows, August 2009 saw an increase in temporary modifications from July. 
However, 9 months later, in May 2010, when the increased number of temporary modifications 
should be reflected in an increased number of permanent modifications, the number of 
permanent modifications actually dropped, substantially, and making the two inversely 
proportional. Going forward, expect that trend to continue. 

Servicers Flout HAMP’s Requirements and Subject Homeowners to Constant Harassment 

If these statistics are not depressing enough, the stories behind these numbers and the demeaning 
and drawn-out process servicers subject homeowners to in order to ultimately reject them is 
downright abysmal. 

Servicers Abuse the System. Increasine the Number of Unnecessary Foreclosures 

The numbers discussed above show a breakdown in the system between converting temporary 
modifications to permanent modifications. But HAMP’s failure starts at a much earlier stage - 
when homeowners initially request to be considered for a temporary modification. A process 
that is intended to be “bold and swift” in order to “arrest this downward spiral” of foreclosures,^ 
is the complete opposite and reflects a failed system in which servicers take advantage of the 
homeowners’ vulnerabilities. Homeowners, in applying for a HAMP modification, enter the 
Kafkaesque world of loan servicing and have no choice but to heed to the servicers’ harassing 
demands. The servicers make the application process as long and as intricate as possible, 
repeatedly re-requesting the homeowners’ HAMP application and supporting documents. In 
fact, we have found in our practice, most servicers will not convert a trial modification to a 


^ Remarks by the President on the Home Mortgage Crisis, Mesa, Arizona, February 18, 2009 at 
http://www.whitehouse.gov/the_press_office/RemaTks-by-the-President-on-the-mortgage-crisis/. 
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permanent modification absent a court order tolling interest on the mortgage loan or threatening 
to haul a representative from the loan servicing company into court. 

Take the case of Barbara W.7 a homeowner in Brooklyn, N.Y. who has a mortgage serviced by 
First Franklin Loan Services (First Franklin). Ms. W, represented by our colleagues at South 
Brooklyn Legal Services (SBLS), first applied for a HAMP modification in August 2009. With 
her application, Ms. W submitted the documents required by HAMP: financial information, a 
hardship letter, 2008 tax returns, six months of bank statements, a letter from one tenant 
reflecting monthly rent payments of $1,000 and a lease from another tenant showing rent of 
$1,300 a month.* 

At an August 20, 2009 settlement conference. First Franklin’s counsel promised to the court that 
it would have its HAMP program operating in a few weeks and would consider Ms. W’s 
application. Ms. W never heard back from First Franklin, but in November 2009 she submitted 
updated financials in order to facilitate the HAMP modification process and get her life back on 
track. But First Franklin was not interested in assisting Ms. W. In the following months, at 
various settlement conferences, instead of seriously considering Ms. W’s HAMP application for 
a trial modification. First Franklin continued to request “updated” financials. With no recourse 
and an increasing fear of losing her home, Ms. W desperately did what the First Franklin 
requested and diligently sent updated financials. 

Ten months after her initial request for a HAMP temporary modification and five resubmissions 
of financial data later. First Franklin denied Ms. W for a temporary modification in June 2010. 
First Franklin reported that Ms. W failed the Net Present Value (NPV) test, with a negative NPV 
result of $9,462.95. 

But Ms. W’s negative NPV and ultimate denial was solely the result of First Franklin’s dilatory 
responses to her HAMP application. While waiting for First Franklin to process her HAMP 
application, Ms. W continued to accrue approximately $4,000 per month in interest. As the court 
noted when it ordered First Franklin to toll Ms. W’s interest from January through June 2010 and 
re-evaluate Ms. W for HAMP, it was this ballooning interest that resulted in the negative NPV 
test. Had First Franklin had reviewed her HAMP application when it was first submitted in 
2009, she would not have failed the NPV test and would have qualified for a HAMP 
modification. 

Another example is the case of Ms. O, a homeowner in Staten Island who has a mortgage loan 
serviced by Chase Home Finance, LLC. Ms. O., represented by MFY, was placed in a trial 
modification in or about August 2009. The attotney(s) representing Chase Home Finance, LLC 


’ Names have been shortened to protect homeowners' privacy. 

^ For a list of the required documents, see HAMP SD 09-07. See also Question 47, Borrower Frequently Asked 
Questions, revised June 8, 2010 at http://makinghomeaffordable.gOv/borrower-faqs.html#47. 
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(Chase) promised that Chase would convert Ms. O’s temporary modification to a permanent 
modification under the HAMP by November 2009 at the latest. Unfortunately, Chase did not 
convert the temporary modification to a permanent modification as promised. Ms. O continued 
to make temporary modification payments until April 2010, when Chase finally converted the 
temporary modification to a permanent modification. 

Ms, O. had to appear 6 times in court, make approximately 9 temporary modification payments, 
and obtain an order from the presiding judge in March 2010 prohibiting interest from accming 
on the principal balance before a permanent HAMP modification was put in place by Chase in 
April 2010. 

Ms. O. was recently contacted by Chase and told that Chase had cancelled the permanent 
modification agreement and that she must start the HAMP evaluation process from the 
beginning. 

Homeowners Cannot Challenge NPV Test Denials 

Many homeowners’ requests for modifications under the HAMP are denied because they fail the 
Net Present Value (NPV) test. Homeowners and their advocates are not given access to the NPV 
test to double check whether a servicer’s determination that the homeowner failed the NPV test 
is true and accurate. When homeowners’ requests under the HAMP are denied due to a NPV 
failure, they are entitled to know only some of the data that the servicer used in running the NPV 
test. Treasury permits servicers to keep portions of the NPV data veiled in secrecy, preventing 
homeowners from properly challenging denials based upon NPV. Treasury should modify the 
HAMP to (1) allow homeowners and their advocates access to the NPV model being used by 
servicers and (2) require servicers to provide homeowners with all data used in performing the 
NPV test. 

Homeowners Have Little to No Recourse to Fieht the Servicers' HAMP Violations 

Unfortunately, the stories of Ms, F., Ms. W and Ms. O are not unique, and BAC, First Franklin 
and Chase are not alone in their transgressions. Many of the major servicers subject 
homeowners to the same infuriatingly frustrating process. From our experiences. Bank of 
America, Wells Fargo, and Chase Home Finance, LLC are particularly egregious. 

Luckily for the homeowners described above, they are in a judicial foreclosure state and 
appeared before judges who took an interest in ensuring that servicers followed the HAMP. 
Absent judicial action, homeowners are left with no recourse when servicers violate HAMP’s 
guidelines. There is no express private right of action under the HAMP, which would give 
homeowners the ability to enforce HAMP’s requirements and level the playing field between the 
servicers and the homeowners. 
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Instead, the only recourse homeowners have is to file a request for assistance with the HAMP 
Support Center at escalations@hmpadini.org. But the Support Center has resolved few of the 
problems we have reported. The Support Center’s “investigator” does not investigate whether 
the servicer’s explanation is accurate, make any attempt to determine whether a servicer is 
violating HAMP guidelines or demand corrective action when HAMP violations are clear. 
Indeed, it has become abundantly clear during the last year that there is little oversight and there 
are no real consequences for servicers’ non-compliance under HAMP, leaving homeowners 
vulnerable to unnecessarily losing their homes to foreclosure. As we have found, the Support 
Center usually serves as the mouthpiece of the servicer and not the unbiased arbitrator of alleged 
HAMP violations. 

In one case, on December 1, 2009, SBLS submitted an inquiry to the HAMP Support Center 
about a denial that was based on an apparently incorrect income calculation. The homeowner 
had been denied a HAMP modification, ostensibly because his income was insufficient. In 
explaining the denial, the servicer stated to SBLS that the homeowner’s documented rental 
income had been substantially discounted in calculating his income because of the loss he had 
reported on Schedule E to his 2008 tax returns. Such a discount is not authorized by the HAMP 
Program Guidelines. SBLS reported it to the Support Center in hopes that the erroneous 
calculation would be corrected. 

Two days later, SBLS received the following response from the HAMP Support Center: 

“Per the Servicer: 

“The loan shows that they cannot afford the property. The loan is 27 months delinquent. 
We offered the Forbearance to Mod plan on 9/12/08. They broke the plan on 12/2/08 
due to non-payment. We first ran HAMP on 8/17, a denial was given as failing NPV. 
Adjusted income and reran income on 9/18/09 and 9/30/09 with the same results. They 
cannot afford the property. 

“Thank you 

“HAMP Solutions Center” 

The same day, an attorney from SBLS responded to this email as follows: 

“Dear Sir or Madam, 

“I appreciate your reply, but it does not respond to the problem we presented to you. To 
be clear, we have heard from the servicer its reason for denial, but we have explained in 
our email to you (form attached again here) why we find the servicer’s reasons 
inadequate or erroneous. Are you able to provide a response to the request we made? I 
reproduce it below for your convenience, and I eagerly await your substantive reply. 
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“[W]e request that Treasury determine whether the reason given for the denial of [the 
homeowner’s] apphcation — that losses related to rental property reported on 1040 
Schedule E constitute a basis for discounting current, documented rental income — is 
valid or erroneous.” 

“Thank you.” 

SBLS did not receive a response to this email until an SBLS attorney followed up with the 
Service Center on January 6, 2010 after the homeowner received another HAMP denial letter. 
SBLS received the following response from the Support Center: 

“This is the last servicer update on 12/7/09. 

“the loan failed our Net Present Value (NPV) test. Each loan that is at risk of imminent 
default or at least 60 days late will be processed through our NPV test. The NPV test 
compares the net present value of cash flows with modification and without 
modification. If the test is positive meaning that the net present value of expected cash 
flow is greater in the modification scenario then [the servicer] will be able to offer a loan 
modification. If the test is negative, as it is in this case, the customer will not qualify for 
a loan modification. 

“1 am not sure on what exactly you are asking for. The file is in active review again for 
HAMP and 1 just went over the financials with the A3P and we are right on the money. I 
have postponed the f/c sale date for 30 days to ensure time for review process. I hope 
that helps.” 

Not only did the Support Center fail to forward the response it received from the servicer on 
December 7 until almost a month later, it also failed to do anything to obtain information from 
the servicer that would constitute a meaningful response to the actual inquiry that SBLS directed 
to the Support Center. All it did was copy and paste the self-serving, non-responsive “update” 
from the servicer into an email. This case is unfortunately far from atypical of advocates’ 
experience with the Support Center. 

HAMP’s Problems are Systemic and Cannot be Fixed 

The problems with HAMP’s implementation are pervasive. The Treasury Department continues 
to issue multiple directives in an attempt to breathe some form of life into its dying Program. 

But these attempts have fallen flat since HAMP’s failure is primarily the result of the servicers 
who have done a “terrible job” in this foreclosure crisis.’ 


^ Testimony of Treasury Secretary Timothy Geithner, Congre.ssional Oversight Panel Hearing, June 22, 2010 at 
http://cop.senate.gOv/hearings/library/hearing-062210-geithner.cfm. 
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HAMP’s problems cannot be fixed because as it currently stands, HAMP completely ignores the 
current incentives servicers have to force foreclosure. HAMP’s measly $1,000 modification fee 
and the annual $1,000 success for performance fee fall far short of the fees incurred by servicers 
through their contractual obligations. Under the Pooling and Servicing Agreements (“PSAs”) of 
most securitized mortgages, servicers are required to pay the Trustee the monthly payments for 
every defaulted mortgage. These monthly payments come from the servicers’ own pockets and 
can be substantial. But most servicers are not permitted to recover these “principal and interest” 
advances unless the property is foreclosed upon and sold.'° 

Even if the HAMP financial incentives were increased to overcome servicers’ contractual costs 
under the PSAs, servicers are ill-equipped to handle the individualized and complex modification 
process that HAMP requires. With the high level of default in today’s foreclosure crisis, 
servicers do not have the manpower, skills or sophistication to handle the loan modification 
process. 

Alternative Solution to the Foreclosure Crisis 

From the witnesses sitting before you today, you will likely hear a tale of HAMP’s effectiveness 
and success in preventing foreclosures. You will not hear of the misery and failure that befall 
most homeowners when they seek a HAMP modification. HAMP was not intended to save 
every homeowner and cannot not now be made to do so. But the fact that the vast majority of 
homeowners are not saved by HAMP - either because denied a temporary modification or 
because pushed out before being granted a permanent one - is telling and reflective of the 
Program’s failure. 

As the sheer number of “tweaks” to the Program show, HAMP’s problems are not easily solved. 
In fact, with the current servicer-friendly approach to the problem, HAMP can never be made to 
work for homeowners. If Congress truly wants to help homeowners, prevent a slew of 
foreclosures, and get our economy back on track, it is necessary to change the Bankruptcy Code. 
Under the current Code, bankruptcy judges are forbidden from modifying a homeowner’s 
mortgage on his or her primary residence. This exclusion from a bankruptcy judge’s 
renegotiation abilities makes no sense, particularly in hght of their authority to oversee 
modification of mortgage loans on commercial property and second homes. Bankruptcy judges 
have the skills and expertise necessary to renegotiate debt, and mortgage loans should be no 
exception. A Chapter 13 Bankruptcy allows for an individualized assessment that can take into 
consideration a homeowner’s specific situation as well as the equities involved in any principal 
forbearance. The high failure rate found in today’s Chapter 13 bankruptcies - almost 70% - may 


O. Max Gardner HI, "HAMP - Is It Really All About the Money?,” Credit Slips, August 12, 2009 at 
http://www.creditslips.org/creditslips/2009/08/hanipis-il-really-all-about-the-money.html. 
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well be a result of the fact that a person's greatest debt, his or her mortgage, is outside the 
jurisdiction of bankruptcy judges, ‘ 

To help struggling homeowners and stem the foreclosure crisis, Congress needs to find the 
courage to fix the foreclosure problem by amending the bankruptcy code and stop wasting 
homeowners’ time by trying to patch up the ill-fated HAMP. 

Thank you. 


Elise Brown 

Supervising Attorney 

MFY Legal Services, Inc. 

299 Broadway 

New York, New York 10007 

(212)417-3753 

ebrown@mfv.ore 

www.mfv.org 


Katie Porter, “Cramdown Controversy #2 - Will I ‘Succeed’,” Credit Slips, January 12, 2009 at 
http://www.creditslips.org/creditslips/2009/01/cranidown-controversy-2will-i-succeed,html. 
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Support & Guidance For Homeowners 


HOPE NOW AUiance 
Statement for the Record 
Committee on Oversight and Government Reform 
U.S. House of Representatives 
Hearing 

“Foreclosure Prevention Part II: Are Loan Servicers Honoring Their Commitments 
To Help Preserve Homeownership?” 

U.S. House of Representatives 

June 24 , 2010 


The HOPE NOW Alliance appreciates the opporUinity to submit this statement for the 
record for the House Committee on Oversight and Government Reform hearing, “Foreclosure 
Prevention Part 11: Are Loan Servicers Honoring Their Commitments To Help Preserve 
Homeownership?” 

The HOPE NOW Alliance (“HOPE NOW”) is a broad based industry and non-profit 
alliance with membership that includes housing counselors, mortgage servicers, investors, and 
other mortgage market participants. There are currently 46 members of HOPE NOW, including 
major mortgage lenders and servicers, Fannie Mae, Freddie Mac, and mortgage industry trade 
associations. HOPE NOW also works closely with national HUD Intermediaries and HUD 
approved non-profit counselors. Through unified, coordinated efforts, HOPE NOW servicers 
and their non-profit, GSE and government partners are reaching and helping as many 
homeowners as possible to maximize the preservation of homeownership and minimize 
foreclosures. 

Many HOPE NOW servicers are participating in the Administration’s Home Affordable 
Modification Program (“HAMP”), and the Alliance itself has worked consistently with our 
partners, Fannie Mae, Freddie Mac and the Administration in implementing and improving the 
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HAMP program. HOPE NOW and its members are working to execute HAMP as effectively as 
possible as it is an important tool to prevent foreclosures. 

HOPE NOW servicers continue to make dramatic on-going progress in reaching and 
helping borrowers. In addition to HAMP modifications, HOPE NOW servicers provide other 
modification and workout solutions for homeowners in difficulty who do not qualify for HAMP. 
HOPE NOW and its partners are continuing outreach events for borrowers to receive face-to- 
face assistance from servicers and counselors. Additionally, HOPE LoanPort is being used now 
by many HUD approved non-profit counselors to submit complete loan modification 
applications, each being reviewed for HAMP eligibility. 

HAMP 

HOPE NOW and many of our servicing company members are supporters of and 
participants in the Administration’s HAMP program. HAMP is an important part of an overall 
effort to help at-risk homeowners avoid foreclosure and stay in their homes. The fact that 
servicers initiated more than 1.24 million HAMP trial modifications through May, 2010 and 
extended over 1 .5 million trial mod offers by that date shows that there has been a significant 
effort made to utilize HAMP to prevent foreclosures and assist homeowners. Currently 467,672 
troubled homeowners are making a smaller, more affordable mortgage payment each month 
with a HAMP trial modification. 

We fully recognize that the focus now is to turn these trial modifications into permanent 
modifications. Mortgage servicers participating in the Administration’s HAMP program are 
doing everything possible to reach homeowners currently in a trial modification and complete 
the packages to enable them to get a permanent modification. In May, 47,724 troubled 
homeowners converted their trial modification, bringing the total to 346,816 permanent HAMP 
modifications. Homeowners in permanent modifications are experiencing a median payment 
reduction of 36%, more than $500 per month. According to the most recent data from Treasury, 
nearly half of homeowners unable to enter a HAMP permanent modification enter an alternative 
modification with their servicer. 

To help increase the number of people that are assisted imder the HAMP program and 
increase the number of trial modifications that become permanent modifications, servicers have 
made a number of suggestions to Treasury to strengthen the program and enhance its 
implementation. These suggestions are included later in this statement. 

Loan Workouts 


In addition to HAMP modifications, lenders and servicers are helping homeowners 
through a variety of plans including proprietary bank/investor specific loan modifications, 
repayment plans, extended forbearance, as well as deed in lieu, and short sales. The industry is 
continuing to produce individualized workout solutions tailored to each borrower’s unique 
situation. The latest data collected by HOPE NOW on workout solutions for homeowners shows 
that in the first five months of 2010, over 520,000 homeowners have received a proprietary 
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modification that prevented a foreclosure. Overall, the industry has helped over 9.5 million 
homeowners avoid foreclosure since HOPE NOW started tracking workout data in mid-2007. 

Direct Outreach to Homeowners 

Another critical task that HOPE NOW servicers, non-profits and other partners have 
focused on is contacting and helping borrowers in-person. Since 2008, HOPE NOW has held 74 
outreach events in key housing markets, providing opportunities for homeowners to meet in- 
person with a housing counselor and/or their mortgage servicer. Mortgage servicers, municipal 
government agencies, Federal Reserve Banks, numerous regulators including the Department of 
the Treasury, HUD, housing counseling agencies, local foreclosure prevention task forces and 
other partners have come together at various locations across the country to help nearly 70,000 
borrowers. HOPE NOW is currently partnering with the Making Home Affordable program for 
all 2010 outreach events and has seen over 18,000 homeowners across the country this year 
alone. 


In addition, HOPE NOW continues to support and promote the work of the 
Homeownership Preservation Foundation and its Homeowner’s HOPE™ Hotline, 888-995- 
HOPE™. For free, the Hotline provides independent and neutral foreclosure mitigation 
counseling to homeowners, and is available 24 hours a day, 7 days a week, and 365 days a year, 
in 160 languages. Sinee October of 2007, the Hotline has received over 3.8 million calls and 
counseled over 877,000 homeowners. Demand for help from distressed borrowers has continued 
almost unabated; the Hotline has averaged more than 5,500 calls per day in 2010, and in the past 
has handled up to 8,000 calls per day. 

Web Tools for Non-Profit Counselors and Homeowners 

To better assist homeowners avoid foreclosure and receive a loan modification, the 
HOPE NOW Alliance has developed a variety of web tools for homeowners and housing 
counselors. Since late 2007, HOPE NOW’s website, www.hoDenow.com , continues to be a 
useful resource for homeowners and housing counselors, containing information about how to 
reach mortgage servicers, what documentation is needed, and education about the different types 
of loan workouts. Additionally, a borrower can complete an online self assessment to determine 
if they meet the basic criteria to qualify for HAMP and provide detailed financial information 
that can immediately be sent to servicers to begin the process to obtain a workout solution. 

To further assist at-risk homeowners, HOPE LoanPort™ has been created. This new 
web-based tool is being used by a growing number of non-profit housing counseling agencies, 
nationwide servicers, and mortgage insurers to streamline the modification process for distressed 
homeowners. This web portal allows HUD-approved housing counseling agencies to assist 
troubled homeowners by submitting a homeowner’s full application for assistance for a loan 
modification under the HAMP program or for possible proprietary solutions. Through HOPE 
LoanPort, counselors can submit all the homeowners’ financial data and necessary 
documentations through secure lines directly to servicers. Housing counselors are able to track 
the progress of a homeowner’s loan application from status updates provided by the servicer. 
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This program will help streamline the process of documenting and verifying where a delinquent 
borrower is in the process of qualifying for a HAMP modification by directly providing 
servicers with a completed application package. This web portal will also assist in converting 
HAMP trial modifications to permanent modifications by using it as a vehicle to submit the 
documentation need for a permanent solution. The expectation of HOPE LoanPort is better 
communication between servicers, counselors, and homeowners, including the elimination of 
lost documentation issues. 

HOPE LoanPort leverages a neutral open architecture for information to be imported and 
exported to existing case management systems. This neutral portal will also provide market 
transparency to identifying where any challenges may exist in the system. The development of 
this portal was based on significant feedback from investors, servicers, and non profit 
counseling organizations who all have a vested interest in its success. We will continue to report 
on the progress the LoanPort achieves in enabling servicers and counselors to assist more 
homeowners with their loan modification applications. 

Currently 163 counseling agencies, including HomeFree USA, Neighborhood Housing 
Services of Chicago and CredAbility, Los Angeles NHS and a host of other counselors are 
submitting homeowner applications to servicers, with more agencies joining weekly. 
Approximately 100 additional counseling offices will go live within 30 days and hundreds of 
others are in the pipeline to participate in the coming months. 1 1 Servicing partners have 
committed to using HOPE LoanPort, they include; Bank of America, Chase Home Finance, 
GMAC Mortgage, SunTrust Mortgage, PNC Mortgage, Saxon Mortgage, American Home 
Mortgage Servicing, Inc., Ocwen Loan Servicing, Bayview Loan Servicing, Citi and OneWest 
Bank. 

Nearly 650 modification applications have been submitted so far, with over one third of 
the applications being submitted in the first weeks of June. The totals are expected to continue to 
rise dramatically as HOPE LoanPort transfers from its pilot phase to full production and 
counselor/servicer participation continues to grow. In fact, HOPE LoanPort has already 
experienced a number of borrowers who’ve worked with participating counselors to obtain a 
trial HAMP modification. Many have converted to permanent with the entire transaction 
between the counselor and servicer being managed through the portal. 

Improvements to HAMP 

The HAMP program is an important addition to the effort to help at-risk homeowners 
who want to stay in their homes and have an ability to do so with some assistance. However, it 
does have some significant flaws that can be addressed to convert more homeowners from trial 
modifications to permanent ones. Here are several important changes that servicers have 
suggested to the Treasury Department. A number of these suggestions were developed by the 
HOPE NOW servicer working group. A complete list has been provided to the Treasury 
Department. 
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1) streamline HAMP documentation. The HAMP program has detailed documentation 
requirements for both homeowners and servicers. Some of these are necessary to 
maintain the integrity of the program, but others can be adjusted to enable to servicers to 
identify and process qualified homeowners more quickly. One significant change that 
should be made is to immediately adjust documentation requirements to streamline 
income verification for wage earners . Many homeowners in a trial modification are not 
completing the tax return requirement. Treasury should consider eliminating the 
requirement for tax returns for wage earners and allow use of most recent W-2 or two 
most recent pay stubs. This change could significantly advance modifications and 
underwriting timelines. Some servicers estimate an increase of 20-30% in modification 
conversions. An alternative could be some form of “implied approval” process where 
the homeowner is notified that if they make the trial payment they are authoriang the 
lender to request their tax return information. Non-wage earner homeowners should 
continue to provide tax returns to verify income. 

2) Revise the re-default assumptions in the HAMP NPV Model. The Net Present Value 
Model (NPV) should be updated to reflect the positive impact of key HAMP features 
such as trial plan performance and income verification. The current re-default 
assumptions are based on historical modification programs that do not have the same 
rigor as HAMP and are resulting in homeowners not qualifying for the program. HAMP 
modifications are based on full underwriting, and servicer data demonstrates that 
borrowers who are successful in completing a three month trial plan prior to permanent 
modification have significantly better re-performance rates. With this change, some 
servicers estimate that re-default rates will be about 30 to 50% lower than what is implied 
in the current NPV model. 

3) Establish responsive and scalable exception process. Treasury should establish a well- 
staffed help line and on site support for servicers to review and approve underwriting 
exceptions. Borrowers’ personal and financial circumstances are highly individual and do 
not fit neatly into program rules that are quite prescriptive. Servicers are understandably 
reluctant to approve exceptions that are reasonable but outside the strict parameters of the 
program rules. Rapid response from Treasury would help these homeowners receive 
assistance. 

4) Clear communication and training for homeowners, counselors, servicers and 
advocates on HAMP process. The Administration should increase clear and simple 
communications to consumers, counselors, servicers and investors on HAMP 
requirements, The Administration should strengthen efforts to clarify who is eligible for 
HAMP. There continues to be confusion among homeowners and stress on servicers in 
determining HAMP eligibility. 

5) HOPE NOW outreach events: The Administration, HOPE NOW and other partners also 
can help more homeowners by continuing to encourage homeowners to bring the 
necessary documentation for converting their trial HAMP modification to HOPE NOW 
outreach events. The events serve as document collection points for homeowners looking 
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to receive a permanent modification. These events should migrate to be more efficient 
and effective through use of HOPE LoanPort and other technology solutions, partnering 
with the community partners who can lead homeowners through the application process. 
Together we can continue to improve the homeowners experience and leverage our 
partners on the ground. 

Recognize Other Efforts to Assist Homeowners 

Mr. Chairman, the HAMP program is an important effort that is assisting hundreds of 
thousands of homeowners. At the same time, servicers continue to assist hundreds of thousands 
more homeowners who do not qualify for HAMP through other solutions. These homeowners 
are avoiding foreclosure. HOPE NOW data shows that in the first five months of 2010, nearly 
2.17 million troubled homeowners have received workouts that have prevented foreclosures. We 
applaud the new HUD scorecard that was released this week to reflect the broader efforts to 
maintain homeownership and prevent foreclosures when possible. HOPE NOW will continue to 
work with Treasury and HUD to complement the data reporting efforts and ensure that 
important information is shared with the public regarding loan modifications and broader efforts 
that go beyond HAMP. At this time, we know that 85% of non-HAMP modifications carry a 
lower principal and interest payment for borrowers. We believe this is due to the waterfall and 
“pull through effect” of a first review for borrower eligibility for HAMP and then qualifying for 
a “non-HAMP” affordable modification. This approach and uniformity has assisted the 
marketplace for homeowners across the country. 

Chairman Towns, Ranking Member Issa, and members of the Committee, the servicers, 
counselors and other partners in the HOPE NOW Alliance are dedicated to implementing 
HAMP providing outreach and other assistance to troubled homeowners. These efforts will 
continue through 2010 until the housing market stabilizes and homeowners in need have 
received needed assistance. Thank you for the opportunity to provide this statement 
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